PHILURA  GOULD  BALDWIN 
MEMORIAL  LIBRARY 


'^ft  of  Independent  PetroleiLrn 
Association  of  Aperica. 


Digitized  by  tine  Internet  Archive 
in  2010 


littp://www.arcliive.org/details/independentpetroOOunit 


THE  INDEPENDENT  PETROLEUM  COMPANY 


HEARINGS 

BEFORE  A 

SPECIAL  COMMITTEE  raVESTIGATING 
PETKOLEUM  EESOUKCES 

UNITED  STATES  SENATE 

SEVENTY-NINTH  CONGKESS 

SECOND  SESSION 
PURSUANT  TO 

S.  Res.  36 

(Extending  S.  Res.  253,  78th  Congress) 

A  RESOLUTION  PROVIDING  FOR  AN  INVESTIGATION 

WITH  RESPECT  TO  PETROLEUM  RESOURCES  IN . 

RELATION  TO  THE  NATIONAL  WELFARE 


TESTIMONY  ON  THE  INDEPENDENT  COMPANY 

Presented  to  the 

SPECIAL  COMMITTEE  INVESTIGATING  PETROLEUM  RESOURCES 

UNITED  STATES  SENATE 

MARCH  19,  20,  21,  22,  27  and  28,  1946 


Distributed  by 
THE   COMMITTEE  ON  THE  INDEPENDENT  COMPANY 


K.  S.  Adams 
Don  T.  Andrus 
L.  L.  Aubert 
T;  H.  Barton 
Merle  Becker 
E.  Buddrus 
O.  D.  Donnell 


Warwick  M.  Downing 
H.  B.  Fell 

B.  A.  Hardey 

C.  L.  Henderson 
C.  C.  Herndon 

B.  Brewster  Jennings 
B.  L.  Majewski 


Harry  A.  Logan 
Maston  Nixon 
A. W.  Peake 
Frank  M.  Porter 
A.  S.  Ritchie 
M.  H.  Robineau 
Chas.  F.  Roeser 


John  R.  Suman 
Vernon  F.  Taylor 
W.  M.  Vaughey 
C.  P.  Watson 
Van  S.  Welch 
Lee  S.  Wescoat 
Howard  J.  Whitehill 


Ralph  T.  Zook 


8fill2 


UNITED   STATES 

GOVERNMENT  PRINTING   OFFICE 

WASHINGTON  :  194 


LIBRARY 

Mwi  mm 

BEREA,  OHIO 


SPECIAL  COMMITTEE  INVESTIGATING  PETROLEUM  RESOURCES 
JOSEPH  C.  O'MAHONEY,  Wyoming,  Chairman 

TOM  CONNALLY,  Texas  ARTHUR  H.  VANDBNBERG,  Michigan 

EDWIN  C.  JOHNSON,  Colorado  E.  H.  MOORE,  Oklahoma 

JOHN  H.  OVERTON,  Louisiana  OWEN  BREWSTER,  Maine 

SCOTT  W.  LUCAS,  Illinois  CHAN  GURNEY,  South  Dakota 

BURNET  R.  MAYBANK,  South  Carolina  ROBERT  M.  LA  FOLLETTE,  Jr.,  Wisconsin 

Henry  S.  Eraser,  Chief  Counsel 
Helen  A.  Grickis,  Clerk 


o 


/r7. 


-y 


CONTENTS 


Statement  of —  Page 
Andrus,  Don  T.,  past  president,  Pennsylvania  Grade  Crude  Oil  Asso- 
ciation,  Bradford,   Pa 90 

Bailey,  O.  C,  El  Dorado,  Ark 67 

Becker,  Merle  E.,  vice  president,  W.  C.  McBride,  Inc.,  St.  Louis,  Mo 215 

Bell,  Charles  R.,  certified  public  accountant,  and  comptroller,  Kerr- 

McGee  Oil  Industries,  Inc.,  Oklahoma  City,  Okla 144 

^  Brown,  Russell  B.,  general  counsel,  Independent  Petroleum  Association 

^                    of  America,  Washington,  D.  C 22 

Brundred,  W.  J.,  Oil  City,  Pa 358 

Byrd,  D.  Harold,  president.   Independent  Petroleum  Association  of 

Texas,   Dallas,  Tex 141 

Callis,  Eugene  M.,  president.  Petrol  Corp.,  Philadelphia,  Pa 443 

Carson,  John,  director,  "Washington  office.  Cooperative  League  USA, 

and  National  Cooperatives,  Inc.,  Washington,  D.  C 495 

Dow,  Fayette  B.,  Washington,  D.  C,  representing  National  Petroleum 

Association  and  Western  Petroleum  Refiners  Association 176 

England,  William  H.,  chief  economist.  Federal  Trade  Commission 518 

Faber,  Louis  M.,  executive  secretary.  Retail  Gasoline  Dealers  Associa- 
tion of  Milwaukee,  Wis 368 

Fell,  H.  B.,  executive  vice  president,  Independent  Petroleum  Associa- 
tion of  America,  Ardmore,  Okla 327 

Franklin,  Wirt,  Ardmore,  Okla 153 

Hardey,    B.    A.,    president.    Independent    Petroleum    Association    of 

America 3 

Horton,  James  A.,  chief  examiner.  Federal  Trade  Commission 532 

Jacobsen,  Alfred,  president,  Amerada  Petroleum  Corp.,  New  York, 

N.  Y.,  and  chairman,  PIWC's  National  Oil  Policy  Committee 377 

Kieser,  Carl,  counsel,  Socony-Vacuum  Oil  Co.,  New  York,  N.  Y 471 

Kiltz,  Alfred  A.,  Indiana  Farm  Bureau  Cooperative  Association,  Inc—  493 

Majewski,  B.  L.,  vice  president.  Deep  Rock  Oil  Co 209 

McClure,  H.  M.,  president,  National  Stripper  Well  Association,  and 

chairman.  State  oil  board,  Michigan 104 

Noble,  Lindsley  H.,  director,  Services  Accounting  and  Audits  Division, 

Office  of  Price  Administration 341 

Olmstead,  F.  R.,  general  counsel.  Consumers  Cooperative  Association, 

Kansas  City,  Mo 473 

Sandefer,  J.  D.,  Jr.,  Breckenridge,  Tex 343 

Snyder,  Watson,  Department  of  Justice,  Washington,  D.  C 51 

Willetts,  Herbert,  Socony-Vacuum  Oil  Co.,  Inc.,  New  York,  N.  Y 373 

Communications  received  after  close  of  hearing 562 

Index 5g5 

^v  III 


LIBRARY 

BiiLDWiiJ-\!iiL[iii;[  mm 

BEREA,  OHIO 


THE  INDEPENDENT  PETEOLEUM  COMPANY 


TUESDAY,  MARCH  19,   1946 

United  States  Senate, 
Special  Committee  Investigating  Petroleum  Resources, 

Washington^  D.  C. 

The  special  committee  met,  pursuant  to  notice,  at  10 :  30  a.  m.,  in 
r-oom  318  Senate  Office  Building,  Senator  Joseph  C.  O'Mahoney 
(chairman)  presiding. 

Present:  Senators  O'Mahoney  (chairman),  Moore,  Brewster, 
Hatch,  Willis,  and  McCarran. 

Also  present:  Henry  S.  Fraser,  chief  counsel  to  the  committee; 
Capt.  C.  P.  Franchot,  USNR,  representing  the  Navy  Department; 
Col.  James  H.  Wright,  War  Department ;  John  A.  Loftus,  R.  Town- 
send,  and  Robert  Eakens,  Department  of  State;  James  H.  Mayes, 
H.  B.  McCoy,  and  Robert  M.  Weidenhammer,  Department  of  Com- 
merce; E.  B.  Swanson,  Department  of  the  Interior;  William  H.  Eng- 
land, chief  economist,  and  W.  T.  Kelley,  chief  counsel,  Federal  Trade 
Commission ;  Roy  E.  Anderson,  director.  Tanker  Division,  War  Ship- 
ping Administration;  Wilbert  G.  Fritz,  War  Assets  Corp.;  John 
W.  Snyder,  Director,  Office  of  War  Mobilization  and  Reconver- 
sion; Harold  Reppert  and  L.  H.  Noble,  Office  of  Price  Administra- 
tion; Alfred  Jacobsen,  president,  Amerada  Petroleum  Corp.;  B.  L. 
Majewski,  vice  president.  Deep  Rock  Oil  Co. ;  and  Russell  B.  Brown, 
general  counsel.  Independent  Petroleum  Association  of  America. 

The  Chairman.  The  committee  will  please  come  to  order. 

It  is  hardly  necessary  for  me  to  announce  that  the  purpose  of  the 
meeting  of  the  committee  this  morning  is  to  give  the  industry  an 
opportunity  to  discuss  the  position  of  the  independent  company  in 
all  phases  of  the  petroleum  industry.  Everybody  in  this  industry, 
and  in  every  other  industry  apparently,  talks  about  the  importance 
of  maintaining  free  enterprise  and  competition.  That  cannot  be  done 
unless  we  maintain  an  opportunity  for  the  independent,  no  matter 
what  the  industry  involved  may  be. 

We  have  just  come  through  a  great  war,  in  which,  in  order  to 
achieve  the  objectives  for  which  this  Nation  committed  itself  in  the 
fighting,  it  was  necessary  to  adopt  a  great  many  governmental  con- 
trols. Frequently  I  have  referred  to  them  as  totalitarian  controls, 
because  they  were  definite  orders  which  were  given  by  the  Govern- 
ment to  all  branches  of  industry  and  to  the  people,  so  that  the  efforts 
and  resources  of  the  Nation  might  be  marshaled  for  the  striking  blow 
delivered  against  the  enemy. 

Now  we  have  assumed  that  that  phase  of  our  history  is  behind  us. 
It  is  an  assumption  which  I  think  the  whole  country  hopes  will  be 
realized,  and  that  it  will  not  be  necessary  for  us  again  to  go  to  war. 
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That  is  a  fond  hope,  which  this  Nation  has  cherished  for  many,  many 
years.  If  that  hope  is  realized,  then  we  shall  have  to  find  a  way  to 
maintain  free  enterprise  in  peace,  to  find  a  formula  by  which  new 
enterprises  and  old  enterprises  can  work  together  in  a  free  economy, 
which  is  a  democratic  economy,  to  maintain  the  best  interests  of  all 
the  people. 

The  committee  has  given  the  industry  an  opportunity  today  ^ 
speak  out.  We  shall  try  to  run  this  hearing  as  we  have  run  previoiw 
hearings,  by  the  discussion  method,  so  that  I  shall  first  undertake  t«j 
identify,  for  the  record  and  for  all  who  are  present,  the  persons  whft 
are  ^oing  to  testify  and  those  who  are  to  participate  in  the  discussions. 

May  I  say  first,  however,  that  as  I  entered  the  room  this  morning 
I  was  given  information,  which  may  already  have  reached  the  rep- 
resentatives of  the  petroleum  industry  here  present,  and  in  which  you 
are  all  vitally  interested.  That  information  comes  to  me  from  the 
OPA  to  the  effect  that  the  order  raising  the  price  of  crude  oil  ten 
cents  is  already  prepared  and  is  about  to  be  issued.  So  we  begin  this 
hearing  with  the  assurance  that  there  is  at  least  a  small  increase  in 
the  price  of  crude  oil,  by  the  grace  of  the  OPA. 

Mr.  Bkown.  The  effective  date,  I  think,  is  the  29th. 

The  Chairman.  Mr.  Brown,  will  you  please  call  the  witnesses  who 
are  here  for  the  committee  organized  by  the  Independent  Petroleum 
Association  ?    I  will  ask  you  to  rise  as  your  names  are  called. 

Mr.  Brown.  Mr.  Chairman,  in  response  to  the  original  notice,  we 
attempted  to  organize  certain  branches  of  our  testimony  so  it  would 
not  conflict.  At  the  same  time  there  may  be  many  who  may  not  have 
sat  with  us  in  the  preparation  of  their  testimony,  who  may  be  here 
in  addition  to  those  whose  names  I  have. 

On  the  list  that  we  have  is  Maj.  B.  A.  Hardey,  of  Shreveport, 
who  is  the  president  of  the  Independent  F'etroleum  Association  of 
America;  Col.  Harold  B.  Fell,  executive  vice  president.  Independent 
Petroleum  Association  of  America,  of  Ardmore,  Okla. ;  Don  T. 
Andrus,  of  Bradford,  Pa.,  an  independent  oil  producer;  O.  C.  Bailey, 
of  El  Dorado,  Ark.,  an  independent  oil  producer;  H.  M.  McClure, 
who  will  be  here  later,  and  who  is  from  Michigan;  Charles  R.  Bell, 
of  Oklahoma  City,  Okla.;  Merle  Becker,  of  St.  Louis,  Mo.;  Wirt 
Franklin,  the  first  president  of  the  Independent  Petroleum  As- 
sociation, of  Ardmore,  Okla. ;  and  Fayette  B.  Dow,  of  Washington, 
D.  C,  for  the  National  Petroleum  Association,  and  Western  Petroleum 
Refiners  Association. 

Those,  Mr.  Chairman,  are  the  witnesses  on  the  original  list  with 
whom  we  have  been  conferring.  There  probably  are  a  number  of 
other  witnesses  who  may  appear. 

The  Chairman.  Now,  are  there  any  other  witnesses  from  the  indus- 
try ?     Has  Mr.  Roeser  arrived  ? 

Mr.  Brown.  Mr.  Roeser  is  not  able  to  be  here,  and  Mr.  Becker  has  the 
report  of  the  committee  of  which  Mr.  Roeser  was  chairman.  He  will, 
at  the  time  of  the  presentation  of  his  testimony,  offer  that,  if  he  may. 

The  Chairman.    Mr.  Majewski. 

Mr.    Majewski.    Here. 

Mr.  Brown.  Mr.  Majewski  is  one  of  those  who  sat  with  us. 

The  Chairman.    Mr.  Wynne  ? 

(No  response.) 

The  Chairman.  Colonel  Byrd  ? 
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Colonel  Btrd.  Here.  Mr,  Wynne's  mother  died,  and  he  will  not  be 
able  to  be  here.     I  may  appear  as  a  witness. 

The  Chairman.  Mr.  Callis  I  know  is  not  here  this  morning,  but  I 
think  he  is  represented. 

Louis  M.  Faber? 

Mr.  Faber.    Here. 

Captain  Franchot.  I  would  like  the  record  to  show  that  I  am  also  a 
member  of  the  Independent  Oil  Producers  Association. 

The  Chairman.  It  is  so  ordered. 

Now  it  is  understood  that  if  we  follow  the  practice  which  has  here- 
tofore been  followed  by  this  committee,  the  witnesses  will  not  object 
to  being  interrupted,  so  that  we  may  develop  the  fullest  possible  infor- 
mation with  respect  to  the  subjects  which  are  now  under  discussion. 
We  are  now  ready  to  begin  the  testimony. 

Mr.  Fell.  Mr  Chairman  and  members  of  the  committee.  Major 
Hardey,  chairman  of  the  committee  on  the  independent  company,  will 
make  the  opening  statement.    I  will  present  Major  Hardey. 

STATEMENT  OF  B.  A.  HARDEY,  PRESIDENT,  INDEPENDENT 
PETROLEUM  ASSOCIATION  OF  AMERICA 

Mr.  Hardey,  Mr.  Chairman  and  gentlemen  of  the  committee.  I  am 
B.  A.  Hardey,  of  Shreveport,  La.  I  am  an  independent  producer  of  oil 
and  gas  and  have  been  engaged  in  the  oil-  and  gas-producing  business 
for  more  than  30  years. 

I  am  chairman  of  the  Louisiana  Mineral  Board,  which  is  a  State 
agency,  and  am  a  member  of  the  National  Crude  Oil  Industry  Advi- 
sory Committee  appointed  by  the  Office  of  Price  Administration.  I 
am  president  of  the  Independent  Petroleum  Association  of  America, 
and  in  connection  with  the  hearings  of  your  committee,  I  am  serving 
as  chairman  of  the  committee  on  the  independent  company. 

The  Chairman,  What  is  the  membership  of  the  association  of  which 
you  are  the  president,  Mr.  Hardey? 

Mr.^  HARDEY.  About  6,500  members  of  the  Independent  Petroleum 
Association. 

The  Chairman.  What  branches  of  the  oil  industry  do  they  rep- 
resent ? 

Mr.  Hardey.  They  represent  the  independent  group,  composed 
largely  of  producers,  and  some  producers  who  are  also  engaged  in  an 
integrated  way  in  refining  and  distribution. 

The  Chairman,  Wliat  parts  of  the  country? 

Mr.  Hardey,  Our  membership  extends  to,  I  am  sure,  every  oil- 
producing  State  of  the  23  oil-producing  States,  and  we  have  consid- 
erable membership  in  States  outside  of  the  oil-producing  States  who 
have  interest  in  production,  of  course,  in  other  States. 

The  Chairman.  Do  you  have  marketers  among  your  members  ? 

Mr,  Hardey,  Yes,  we  have  marketers  and  refiners,  both. 

The  Chairman,  You  say  they  are  principally  producers  of  oil  ? 

i\Ir,  Hardey,  Yes, 

The  Chairman.  What  percentage  of  the  membership  are  engaged 
in  production? 

Mr.  Hardey,  By  far  the  largest  percentage,  Mr,  Chairman,  I  do 
not  have  the  figures  on  the  exact  percentage,  but  comparatively  few  of 
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the  producers,  of  course,  are  integrated.  Comparatively  few  have 
any  pipe  lines,  refineries,  or  marketing  organizations. 

The  Chairman.  Do  you  have  any  figures  to  show  the  total  produc- 
tion which  is  obtained  by  the  members  of  your  group  ? 

Mr.  Hardet.  Of  purely  our  group? 

The  Chairmax.  Yes. 

Mr.  Haedey.  No,  I  do  not.  TTe  do  not  carry  our  statistics  on  that 
basis,  Mr.  Chairman. 

The  Chalrmax.  What  is  the  basis  for  admission  to  membership  in 
the  Independent  Petroleum  Association? 

Mr.  Hardet.  Admission  to  membership  in  the  association  is  re- 
stricted to  the  man  who  classes  himself  as  an  independent,  and  is  a 
purely  domestic  producer,  or  refiner,  or  marketer  of  oil. 

The  Chairman.  And  that  brings  up  the  question  of  definitions. 
What  is  an  ''independent'"? 

Mr.  Hardey.  An  "independent"  is  an  individual,  I  think,  Mr.  Chair- 
man, who  can  carry  on  his  business  without  being  swayed  by  outside 
influences ;  who  is  not  influenced  to  any  extent  in  his  marketing  or  in 
any  of  his  policies  by  any  other  group  of  operators,  and  who  certainly 
is  not  dependent  upon  a  source  of  foreign  oil  for  his  operations.  Our 
membership  recognizes  that  it  is  purely  a  domestic  organization. 

The  Chairman.  That  reminds  me  of  a  definition  which  was  given 
in  a  lawsuit  in  Philadelphia  several  years  ago  by  an  oilman  who  was  a 
witness.  He  undertook  to  identify  the  Standard  Oil  Co.  of  New 
Jersey  as  an  independent  company  because  they  did  what  they  pleased. 

All  right,  you  may  proceed. 

Mr.  Hapj)ey.  My  last  reference  to  my  identification,  Mr.  Chairman, 
was  that  I  am  serving  as  chairman  of  the  committee  on  the  independent 
company.  This  committee  was  chosen  from  the  industry  to  arrange 
for  adequate  testimony  on  the  subject  of  today's  hearings.  Other 
committees  from  the  industry  made  arrangements  similar  to  ours  as 
to  subjects  your  conmiiittee  has  previously  considered. 

A  representative  committee  was  appointed  to  plan  for  the  testimony 
on  the  independent  company.  Lidependent  producers  and  representa- 
tives of  integrated  companies  served  on  the  committee  and  reviewed 
the  several  papers  which  tKe  witnesses  prepared.  The  personnel  of  our 
committee  is  shown  on  the  list  attached  to  my  statement,  labeled 
"Exhibit  A."  [/72/ra,  p.  21.] 

It  has  been  our  understanding  that  it  is  the  desire  of  your  committee 
to  learn  of  the  problem?  of  the  independents  in  the  petroleum  industry 
as  distinguished  from  those  of  the  integrated  major  companies.  The 
members  of  the  committee  on  the  independent  company  and  the  officers 
and  members  of  the  Independent  Petroleum  Association  of  America 
and  of  other  associations  in  the  industry  have  given  much  time  and 
thought  to  the  subject  of  this  hearing.  We  felt  that  this  was  a  great 
opportunity  for  us;  that  here  would  be  provided  a  forum  in  which  we 
could  present  the  several  phases  of  the  case  of  the  independent  company 
in  the  detail  we  believe  to  be  warranted.  It  is  now  past  the  time  to 
obtain  a  solution  of  the  problems  which  bothered  us  during  the  time  of 
war  and  restrained  us  from  making  as  full  a  contribution  to  success 
as  we  wished. 

Some  of  those  problems  carried  over  into  the  postwar  time  and 
others  have  been  added.  Their  certain  and  sound  solution  is  essen- 
tial, we  believe,  to  the  economic  advancement  of  our  Nation  and  to 
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its  security.  These  problems  will  be  outlined  by  the  several  wit- 
nesses who  wili  appear  on  this  occasion.  While  our  committee  co- 
ordinated the  testimony  of  the  several  witnesses  who  will  appear 
before  you  in  order  to  prevent  duplication,  I  would  like  for  your 
committee  to  know  that  each  witness,,  who  is  a  specialist  on  the  sub- 
ject assigned  to  him,  has  incorporated  in  his  testmiony  his  own  think- 
ing on  the  matter  under  discussion,  A  list  of  them  and  their  sub- 
jects is  attached  as  "Exliibit  B."     [Infra^  p.  21.] 

Mr.  Eraser.  Do  I  understand,  Major  Hardey,  that  as  you  assembled 
your  testimony  and  contacted  your  various  witnesses,  you  also  indi- 
cated far  and  wide  that  any  other  individuals  in  the  industry  through- 
out the  country  who  wished  to  testify  at  this  hearing  were  urged  to 
do  so? 

Mr.  Hardey.  The  door  was  closed  to  no  one.  We  are  attempting  to 
present  here,  without  duplication,  a  correct  story  of  the  independent 
company,  and  in  doing  so,  we  selected  the  number  of  witnesses  that 
we  thought  would  properly  cover  the  various  subjects  under  considera- 
tion. But  the  door  was  not  closed  to  anybody  who  wanted  to  come 
in  and  add  suggestions,  or  papers,  if  necessary,  for  the  purpose  of 
bringing  out  all  the  facts.  The  committee  was  simply  one  for  coordi- 
nating purposes  and  attempting  to  save  the  time  of  your  committee, 
and  to  be  sure  that  no  duplication  would  come  about. 

The  Chairman.  Do  you  have  a  reviewing  committee  ? 

Mr.  Hardey.  The  committee  on  the  independent  company,  of  which 
I  am  chairman,  had  a  couple  of  meetings  to  review  this  testimony  and 
go  over  it,  to  be  sure  that  eliminations  might  be  made  where  neces- 
sary, not  to  edit  it,  but  to  see  that  each  witness  properly  covered  his 
subject.  We  did  that  largely  by  correspondence,  but  we  did  have 
two  meetings,  I  think,  on  the  subject. 

The  Chairman.  What  was  the  rule  on  elimination? 

Mr.  Hardey.  To  prevent  duplication,  Mr.  Chairman. 

The  Chairman.  And  only  that  ? 

Mr.  Hardey.  Yes.  I  stated  a  little  earlier  that  each  witness  pre- 
pared his  own  testimony  basically  and  incorporated  his  own  thinking 
on  the  subject  that  he  touches  on.  There  was  no  attempt  to  force  the 
conamittee's  thinking. 

The  Chairman.  No  attempt  to  censor  ? 

Mr.  Hardey.  No  attempt  to  censor  or  edit. 

The  Chairman.  Very  well ;  you  may  proceed. 

Mr.  Hardey.  Before  making  way  for  these  witnesses,  I  should  like 
to  touch  briefly  on  a  few  of  these  problems.  First,  let  me  emphasize 
that  we  of  the  independent  group  seek  nothing  more  than  the  mainte- 
nance of  an  economic  climate — to  use  your  committee's  appropriate 
expression — in  which  we  can  live  and  do  our  most  effective  work.  The 
independents  have  throughout  the  history  of  our  industry  provided 
an  important  measure  of  leadership  in  its  development,  and  have  not 
asked  for  special  dispensations  at  the  hands  of  govermnent,  either 
Federal  or  State.  They  have  always  preferred  to  lead,  not  to  lean. 
When  they  made  their  representations  to  Congress  some  years  ago 
concerning  imports  of  oil,  they  asked  only  that  the  same  recognition 
be  given  to  them  that  was  given  to  other  industry.  Wlien  they  have 
appeared  before  Congress  or  governmental  agencies  to  present  their 
case  on  taxation,  they  have  asked  only  that  due  recognition  be  given 
to  the  hazards  of  a  business  that  is  by  nature  unavoidably  hazardous. 
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When  they  made  their  case,  over  and  over,  to  Congress  and  to  govern- 
mental war  agencies  on  the  price  of  crude  oil,  they  were  seeking  to 
obtain  correction  of  an  inequity  which  existed  throughout  the  war  and 
in  which  respect  theirs  was  a  unique  case.  The  increased  costs  of  ex- 
panding production  to  wage  war  were  given  due  weight  in  Govern- 
ment's price-fixing  policy  in  all  important  fields  except  that  of  oil 
production.  Here  the  piecemeal  "adjustment"  policy  followed  was 
so  far  short  of  realism  that  problems  already  existing  were  enhanced 
in  scope  and  gravity. 

We  still  face  the  price  problem. 

Mr.  Feaser.  You  feel  you  still  face  it  despite  the  recent  OPA  an- 
nouncement for  a  10-cent  increase  for  crude  ? 

Mr.  Haedey.  Yes,  sir;  we  still  face  it.  It  is  of  first  importance. 
Unless  it  is  solved,  independents  will  continue  to  sell  to  majors  and 
quit  business.  We  face  the  problem  of  imports,  once  corrected  by 
Congress  but  restored  to  the  status  of  a  problem  by  diplomatic  agree- 
ments; it  is  a  problem  more  ominous,  as  it  now  stands,  than  ever 
before. 

Senator  Brewstee.  Is  someone  here  who  will  develop  that  dip- 
lomatic phase  ? 

Mr.  Haedey.  Yes,  sir;  I  am  touching  briefly  on  this  subject,  so  it 
will  just  lay  a  background  for  more  complete  presentation  later. 
[Resuming :] 

Our  taxation  problem  has  been  a  perennial,  and  twice  during  this 
war  we  have  had  to  meet  the  issue  of  unjust  Federal  attacks.  Some 
of  our  number  operate  on  public  lands  and  more  would  under  con- 
ditions that  encouraged  risk  of  capital  and  effort ;  there  are  bills  now 
in  Congress  for  correction  of  certain  restrictions  on  public  lands 
which  we  hope  will  receive  proper  and  prompt  consideration.  Con- 
fusion has  been  created  and  is  increasing  because  of  the  many  agencies 
of  Government  which  control  lands  other  than  what  are  commonly 
thought  of  as  public  lands.  There  is  the  growing  problem  of  the 
so-called  farm  cooperatives.  I  know  that  your  committee  does  not 
consider  that  question  pertinent  to  this  inquiry,  but  because  of  its 
importance  to  the  petroleum  industry,  I  mention  it  in  passing. 

These  problems  which  I  have  briefly  mentioned  impose  a  definite 
burden  on  the  independent  oil  operator  and  seriously  handicap  him 
in  his  efforts  to  function  properly. 

The  oil  and  gas  reserves  of  the  Nation  are  found  by  men.  These 
reserves  are  drawn  upon  and  used  to  fill  consumers'  requirements,  and 
they  must  be  developed  by  these  same  men.  Let  us,  then,  think  of 
this  large  group  of  independent  producers  as  men  equipped  by  educa- 
tion and  experience  with  a  particular  kind  of  skill. 

Mere  skill,  however,  is  not  enough.  There  must  be  conditions  fav- 
orable to  the  use  of  special  talents  and  abilities.  The  oil  producer 
should  be  encouraged  in  his  efforts  by  the  hope  of  making  a  profit.  If 
conditions  for  making  a  profit  are  present  or  seem  to  be  immediately 
in  prospect,  the  independent  producer  will  increase  his  efforts.  He 
will  get  the  money  together  if  he  can  and  finance  a  "wildcat."  There 
are  some  who  think  that  "wildcatters"  and  producers  of  oil  are  differ- 
ent kinds  of  operators.  There  is  no  such  division.  Most  operators 
who  drill  "wildcat"  wells  are  also  producers,  and  a  large  percentage 
of  producers  at  some  time  or  other  drill  "wildcats."  Major  companies 
drill  "wildcat"  wells,  as  do  the  independents,  and  often  it  is  a  joint 
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venture — one  helping  the  other.  In  other  words,  the  discovery  func- 
tion of  the  industry  is  naturally  and  simply  a  part  of  the  business  of 
producing  oil,  and  the  consideration  of  producing  problems  must  in- 
clude attention  to — in  fact  emphasis  on — the  business  of  discovery. 

During  the  war,  conditions  developed  which  made  serious  inroads 
into  the  ranks  of  the  independent  producers.  Many  have  been  leaving 
the  business.  Some  have  sold  their  properties  to  farm  cooperatives 
who  enjoy  a  tax  advantage  over  private  industry.  Others  have  sold 
to  major  companies.  The  trend  in  either  case  is  toward  the  concentra- 
tion of  economic  power. 

The  Chairman.  Wlien  you  refer  to  the  selling  of  properties  to  farm 
cooperatives  and  to  majors,  do  you  mean  to  suggest  that  producers 
sell  to  both  farm  cooperatives  going  into  the  production  of  oil,  and  to 
majors? 

Mr.  Hardey.  They  have  been  buying  them  out,  Mr.  Chairman,  right 
along,  at  prices  that  an  independent  cannot  afford  not  to  sell  out. 
He  is  selling  his  properties  out  and  going  out  of  business.  He  is  buy- 
ing farms,  he  is  buying  apartment  houses,  and  going  out  of  the  oil 
business. 

The  Chairman.  You  did  not  understand  my  question,  I  think, 
Major  Hardey.  Are  farm  cooperatives  buying  producing  oil 
businesses  ? 

Mr.  Hardey.  They  are  buying  producing  oil  wells,  they  are  buying 
pipe  lines,  they  are  building  pipe  lines,  they  are  buying  refineries  and 
operating  them. 

The  Chairman.  When  you  speak,  then,  of  farm  cooperatives  going 
into  this  phase  of  the  business,  are  you  referring  to  the  cooperative 
oil  companies? 

Mr.  Hardey.  They  started  out  as  farm  cooperatives,  as  I  mider- 
stand  it,  Mr.  Chairman,  and  they  have  branched  out  in  so  many 
lines  of  business,  including  oil,  that  you  can  buy  anything  from  a 
horse  collar  to  a  wedding  rmg  from  them. 

The  Chairman.  What  I  am  trying  to  get  clear  on  the  record  is 
the  character  of  operation  conducted  by  the  farm  cooperative,  which 
is  the  name  you  have  given  it. 

Mr.  Hardey.  Yes. 

The  Chairman.  Now  the  farmers  have  formed  cooperatives  ,for 
the  purpose  of  supplying  themselves  with  oil.  I  do  not  know  of 
any  farm  cooperatives  which  were  formed  for  the  purpose  of  raising 
agricultural  crops  as  such.  So  that  the  cooperative  you  are  refer- 
ring to  is  the  cooperative  organized  for  the  purpose  of  supplying 
petroleum  and  petroleum  products  to  the  members,  is  it  not  ? 

Mr.  Hardey.  I  think  the  farm  cooperatives  have  branched  out  into 
this  business  of  producing  and  refining  oil.  Under  the  original  act, 
they  set  them  up  as  farm  cooperatives. 

The  Chairman.  You  mean  the  cooperatives  that  were  formed  for 
the  purpose  of  marketing  agricultural  products  are  also  marketing 
petroleum  products  and  are  now  going  into  the  producing  business^ 

Mr.  Hardey.  That  is  right. 

Mr.  Fell.  Mr.  Chairman,  may  I  ask  the  Major  a  question?  I  hope 
it  will  clarify  it. 

The  Chairman.  I  hope  you  will. 

Mr.  Fell.  Don't  they  also  sell  to  filling  stations  and  sell  to  people 
who  are  not  members  of  the  cooperative  ? 
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Mr.  Hardey.  Yes ;  they  sell  to  anybody.  They  sell  to  anybody  that 
comes  along,  and  they  will  buy  anybody's  oil  they  can.  They  are 
building  pipe  lines.  They  are  enjoying  tax  advantages  so  they  can 
afford  to  pay  prices  for  producing  properties  that  a  man  cannot 
afford  to  turn  down,  in  many  cases. 

Senator  Brewster.  Will  there  be  anyone  to  tell  us  how  extensive 
that  movement  is  ? 

Mr.  Hardey,  I  do  not  think  any  witness  has  prepared  to  expand 
very  much  on  that,  Senator. 

Senator  Brewster.  Will  the  Government  have  that  information, 
do  you  know  ? 

Mr.  Hardey.  I  am  sure  some  branch  of  the  Government  would 
have  it. 

Senator  Brewster.  You  say  "the  trend  in  either  case  is  toward  the 
concentration  of  economic  power."  Do  you  mean  to  indicate  that 
the  farm  cooperatives  are  in  some  form  of  association  with  the  majors? 

Mr.  Hardey.  I  would  not  connect  the  two  together;  no,  sir.  I  do 
not  think  the  major  companies  like  that  sort  of  thing  any  more  than 
the  independents  themselves. 

Senator  Brewster.  You  do  not  mean  to  intimate  that  concentration 
of  power  in  the  farm  cooperatives  would  be  a  move  toward  concentra- 
tion of  power  in  the  oil  business  ? 

Mr.  Hardey.  If  they  keep  on  receiving  tax  advantages,  they  will. 

Senator  Brewster.  You  mean  concentration  of  economic  power  in 
the  farm  cooperatives,  not  in  the  oil  business  ? 

Mr.  Hardey.  Well,  it  will  be  a  true  concentration,  Senator. 

The  Chairman.  The  conclusion  is  that  perhaps  the  cooperatives 
will  eventually  be  competing  with  the  majors. 

Mr.  Hardey.  I  think  they  already  are,  Mr.  Chairman. 

The  Chairman.  Earlier  in  your  statement  you  said  you  assumed 
that  this  committee  did  not  consider  this  phase  of  the  problem  within 
its  jurisdiction. 

Mr.  Hardey.  I  mentioned  it  in  passing,  because  I  did  not  think  it 
pertinent  to  the  subject  matter  that  was  assigned  to  us. 

The  Chairman.  You  say,  "your  committee  does  not  consider  that 
question  pertinent  to  this  inquiry,  but  because  of  its  importance  to  the 
petroleum  industry,  I  mention  it  in  passing." 

Now  this  connnittee  has  not  taken  any  position  to  exclude  that,  or 
any  other  phase  of  the  problem,  and  when  notice  was  given  of  this 
hearing,  the  chairman  took  particular  care  to  try  to  make  it  clear  that 
the  witnesses  who  come  here  are  at  perfect  liberty  to  discuss  any  phase 
of  the  problem,  and  that,  of  course,  includes  this  cooperative  matter. 

Mr.  Hardey.  Yes. 

The  Chairman.  Because  if  it  affects  the  industry,  a  complete  and 
final  decision  with  respect  to  our  national  petroleum  policy  can 
scarcely  be  reached  without  taking  that  into  consideration.  So  I 
give  notice  again  that  the  committee  will  be  very  glad  to  hear  any 
testimony  that  affects  the  petroleum  industry. 

Senator  Brewster.  Will  it  be  in  order,  if  the  industry  does  not 
have  it,  to  have  any  governmental  agency  that  has  information  on  this 
come  here  and  tell  us  about  it,  so  we  will  have  an  idea  as  to  how  far 
it  is  a  matter  of  significance  ? 

The  Chairman.  We  shall  undertake  to  have  our  staff  cover  that. 
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Mr.  Hardey.  There  have  been  published  treatises  on  this  subject  by 
some  department  of  the  Government,  I  cannot  tell  you  just  which,  but 
it  was  written  in  a  bragging  sort  of  way.  They  were  rather  proud 
of  the  extension  of  these  cooperatives.  I  am  sure  it  can  be  found  in 
the  files  of  some  of  the  Government  agencies. 

Senator  Moore.  I  think  it  would  be  proper  at  this  time  to  read  into 
the  record  an  excerpt  from  the  report  of  the  Federal  Trade  Commis- 
sion on  distribution  methods  and  costs. 

The  Chairman.  I  was  about  to  ask  Mr.  England  if  he  had  any- 
thing to  say  on  that  subject. 

Senator  Moore.  He  just  handed  this  to  me.  This  is  headed,  "Re- 
tail cooperative  marketing  of  petroleum  products." 

The  Chairman.  Will  you  identify  the  report  in  the  first  place. 
Senator  Moore? 

Senator  Moore.  This  is  part  IV,  "Petroleum  Products,  Automo- 
biles, Rubber  Tires  and  Tubes,  Electrical  Household  Appliances,  and 
Agricultural  Implements." 

The  Chairman.  Published  when? 

Senator  Moore.  By  the  Federal  Trade  Commission  in  1944.  It 
states : 

Purchase  and  distribution  of  gasoline  and  other  petroleum  products  have  been 
a  development  of  the  cooperative  movement  only  since  1921,  but  have  had  a 
remarkable  growth.  At  the  end  of  1939,  it  was  estimated  that  there  were  1,400 
retail  cooperative  petroleum  associations,  with  a  membership  of  450,000,  and 
that  their  combined  business  amounted  to  $86,000,000.  Cooperative  petroleum 
associations  were  particularly  strong  throughout  the  Middle  West,  handling, 
for  example,  10.6  percent  of  all  gasoline,  kerosene,  and  other  refined  light  oils 
brought  into  Minnesota  during  the  year  1939. 

The  Chairman.  Production  as  compared  to  the  recent  develop- 
ment? 

Senator  Moore.  They  bought  refineries  and  production  properties 
at  prices  that  ran  into  many  millions  of  dollars. 

The  Chairman.  Yes. 

Senator  Moore.  That  is,  in  Kansas,  Oklahoma,  and  other  places  in 
the  Middle  West. 

Mr.  England.  Mr.  Chairman,  the  next  paragraph,  which  the  Sen- 
ator did  not  read,  goes  on  and  develops  the  fact  that  they  had  bulk 
stations  and  well  organized  distribution  facilities. 

The  Chairman.  That  raises  one  of  the  most  important  questions  in 
the  whole  problem,  and  that  is  development  in  integration  of  an  in- 
dustry. The  petroleum  industry  is  not  an  exception.  Many  other 
industries  have  developed  integration. 

Testimony  before  various  committees  of  Congress  has  developed  the 
fact,  in  other  hearings,  that  many  representatives  of  nonintegrated 
.companies  feel  that  they  are  at  a  disadvantage  because  they  are  not  in 
a  position  to  offset  losses  in  one  branch  of  the  industry  against  profits 
in  another.  They  are  confined  to  winning  their  success  by  the  par- 
ticular effort  in  which  they  are  engaged.  Now,  this  development  of 
integration  among  the  cooperatives  is  apparently  just  an  example  of 
the  result  which  flows  from  the  causes  which  operate  upon  the  whole 
industry.  The  integrated  companies  have  become  integrated  because 
they  have  felt,  I  suppose,  that  it  was  the  efficient  way  to  operate,  and 
yet  it  has  brought  about  economic  concentration.     I  feel  that  no  full 
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discussion  of  the  position  of  the  independent  company  can  be  had 
without  a  study  of  the  whole  effect  of  integration. 

Mr.  Hardey.  The  important  thing,  Mr.  Chairman,  from  our  point 
of  view  as  an  independent  company,  is  it  is  driving  out  independents 
from  business.  Those  fellows  can  borrow  money  from  the  Govern- 
ment a  whole  lot  cheaper  than  our  group  can  go  to  the  bank  and 
borrow  it.  They  have  a  tax  advantage  all  the  way  through.  You 
give  me  the  tax  advantage  that  the  cooperatives  enjoy,  and  if  I  live 
a  few  years,  I  can  be  as  big  as  the  Standard  Oil  Co.,  and  they  will, 
too,  if  you  do  not  watch  them.  So  something  has  to  be  done  to 
prevent  this  thing,  for  they  are  going  out  and  buying  these  properties 
and  concentrating  through  these  groups  their  efforts  at  producing, 
transportation,  marketing,  and  refining.  It  is  becoming  a  distinct 
threat  to  this  industry,  I  think. 

The  Chaie]V£ax.  Does  that  imply  a  belief  that  bigness  is  not  in  the 
public  interest,  bigness  alone  ? 

Mr.  Haedey.  I  would  not  say  that  bigness  is  not  in  the  public  inter- 
est, Mr.  Chairman,  but  I  think  the  development  of  such  things  as 
that,  with  the  use  of  Federal  money  which  comes  from  the  taxpayer — 
and  they  put  nothing  back  in  the  public  tiU,  nothing  to  amount  to 
anj^thing,  not  as  private  industry  does — I  think  it  is  a  definite  trend 
in  the  wrong  direction  and  will  eventually  break  up  the  American 
way  of  life,  the  American  institution  of  private  enterprise. 

The  Chairman.  Then  your  complaint  goes  to  the  tax  feature  of  it  ? 

Mr.  Haedey.  That  is  a  big  advantage,  and  the  source  of  money. 
They  can  borrow  Federal  money. 

Mr.  Fraser.  Does  your  complaint  also  go  to  the  cooperative  theory? 

Mr.  Hardey.  Well,  in  my  opinion,  Mr.  Counsel,  a  continuation  of 
the  trend  would  take  us  right  over  to  Russia,  that  is  all.  I  am  not 
saying  that  facetiously.  I  think  it  is  a  trend  in  the  wrong  direction. 
It  is  not  the  American  way  of  carrying  on  business. 

Senator  Brewster.  Your  point  of  objection  is  there  are  Government 
advantages  which  are  extended  to  them,  is  that  right? 

^Ir.  Hardey.  That  is  right. 

Senator  Brewster.  If  they  were  competing  in  the  free  market  you 
would  take  their  chances  with  them,  and  if  they  could  survive  m  free 
competition,  you  would  not  object? 

Mr.  Hardey.  They  probably  started  out  with  the  right  idea.  Sen- 
ator. I  think  the  idea  of  cooperative  marketing  of  farm  products, 
which  laid  the  basis  for  the  enactment  of  this  legislation,  might  have 
been  all  right,  but  those  privileges  have  been  extended  too  far,  and  it 
has  permitted  too  much  expansion  of  this  business.  If  it  were  lim- 
ited purely  to  that,  there  would  be  no  competition  with  private  en- 
terprise. If  a  man  goes  about  to  organize  a  group  in  the  community 
to  market  his  carrots  or  beets,  I  see  no  particular  objection  to  that. 

When  you  give  a  man  unlimited  borrowing  capacity  with  very 
little  security,  except  the  thing  he  buys,  and  then  give'^him  an  ad- 
vantage on  income  taxes,  he  does  not  even  have  to  distribute  all  of 
his  profits  each  year,  like  private  industry  does,  he  can  use  them  for 
expansion  purposes.  To  me  it  is  just  like  an  octopus,  that  is  all,  which 
reaches  out  its  tentacles,  that  will  eventually  throttle  industry,  if 
somebody  does  not  stop  it. 

The  Chairman.  Your  objection  does  not  go  to  the  idea  of  coop- 
eration ? 
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Mr.  Hardet.  No.  sir ;  not  in  principle. 

The  Chairman.  It  goes  to  what  you  regard  as  special  advantages? 

Mr.  Hardet.  That  is  right.  In  principle  it  is  all  right.  It  -^-tarted 
out  all  right,  but  it  was  allowed  to  expand  too  far. 

The  Chairman.  All  right,  sir ;  you  may  proceed. 

Mr.  Hardet.  The  independent  producer,  in  addition  to  finding 

Senator  Moore.  Pardon  the  interruption.  Mr.  Chairman,  Senator 
Hatch  has  suggested  a  question.  Have  these  cooperatives  gone  into 
production  and  are  they  producing  oil  and  drilling  for  oil? 

Mr.  Hardet.  Yes,  sir. 

Senator  Moore.  I  thought  so. 

Mr.  Hardet.  They  employ  a  geologist  to  guide  them  in  their  pro- 
duction operation  that  used  to  work  for  me  a  long  time  ago.  I  do 
not  believe  I  can  pay  him  as  much  now  as  they  do.     [Resuming :] 

The  independent  producer,  in  addition  to  finding  a  large  percent- 
age of  the  oil  fields  of  the  Nation,  to  date  has  been  instrumental  in 
keeping  competition  in  the  oil  industry  alive.  Monopoly  cannot 
exist  so  long  as  there  is  an  independent  source  of  crude-oil  supply 
on  which  the  independent  refining  industry  can  rely.  This  has  not 
been  an  unmixed  blessing  for  the  producer.  The  competitive  spirit 
carried  over  into  marketing  has  resulted  in  wars  for  gallonage,  con- 
ducted largely  on  the  basis  of  price,  and  the  reflection  of  price  cutting 
invariably  came  swiftly  to  the  producer.  The  net  result  of  the  com- 
petition, however,  has  always  been  of  public  benefit. 

The  independent  producing  industry,  when  war  began,  was  making 
progress  in  its  recovery  from  the  distress  conditions  of  the  early 
1930's  when  the  general  economic  depression  was  deepened  for  the 
oil  industry  by  a  series  of  discoveries  of  prolific  fields,  including  the 
East  Texas  field,  still  the  greatest  ever  found  in  the  United  States, 
the  Oklahoma  City  field,  and  numerous  others  in  Oklahoma,  Kansas, 
Texas,  and  New  Mexico.  A  considerable  volume  of  crude  oil  was  sold 
for  the  ridiculous  price  of  10  cents  per  barrel.  With  set-backs,  partly 
due  to  increasing  imports,  the  producing  industry  over  a  period  of 
several  years  was  moving  to  a  level  of  compensatory  return  when 
price  control  was  instituted.  Since  that  occurred,  we  have  lost  ground. 
Costs  mounted  and  the  price  relief  for  that  condition  was  not  allowed. 

The  war  years  were,  for  the  independent  producer,  filled  with  a 
greater  share  of  distress  than  for  other  segments  of  the  industry. 
They  wanted  to  perform  a  greater  share  of  the  war  work,  but  they 
were  restrained  by  their  Government.  The  difficulties  which  the 
producer  was  called  to  face  during  the  war  were  the  result  of  mis- 
conceptions on  the  part  of  the  Government,  as  to  the  importance  of 
crude  oil.  These  misconceptions  resulted  in  the  failure  to  recognize 
the  producers'  needs  for  manpower,  materials,  and  income.  Skilled 
employees  were  lost  through  inability  to  compete  with  higher  wage 
industries.  Materials  were  scarce,  but  the  scarcity  was  aggravated 
by  diversion  to  uses  that  did  not  at  any  time  promise  the  results 
which  we  were  certain  would  be  had  at  home.  And,  even  in  spite 
of  the  lack  of  materials  and  manpower,  we  could  have  done  much 
more  with  that  which  we  had  if  we  could  have  paid  the  price. 

The  misconceptions  in  time  became  so  evident  that  they  were  given 
literary  expression  which  was  widely  quoted.  It  was  said  that  the 
producer  was  expected  to  live  off  his  fat. 
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That  is  behind  us.  We  can  only  set  about  to  make  up  for  lost  time. 
The  Nation  should  not  sacrifice  any  more  of  the  discovery  and  de- 
velopment know-how  that  is  in  the  minds  of  thousands  of  independent 
oil  producers.  The  knowledge  and  ability  can  be  activated  and  the 
entire  people  be  enriched  by  the  assurance  of  oil  and  gas  reserves 
sufficient  for  all  needs.  To  make  certain  of  this,  there  must  be  a  re- 
versal of  the  trend  in  recent  years — a  trend  indicated  in  part  by  the 
Treasurj^  Department  figures  for  1943,  when  436  fewer  oil-producing 
corporations  had  taxable  income  than  in  1942. 

I  would  like  to  say  in  passing,  Mr.  Chairman,  that  is  only  the  com- 
panies of  record.  It  does  not  reflect  the  reduction  in  hundreds  and 
hundreds  of  individuals  who  went  out  of  business,  which  you  could 
get  no  record  of. 

The  Chaieman".  Do  you  wish  the  committee  to  understand  that 
this  reduction  in  the  number  of  oil-producing  corporations  that  had 
taxable  incomes  in  1943  was  due  to  action  by  the  Government? 

Mr.  Hardey.  Yes,  sir. 

The  CHAiRMAisr.  Exclusively^? 

Mr.  Hardet.  It  was  due  to  the  whole  economic  conditions:  the 
shortage  of  manpower,  which  probably  was  necessary  in  large  case; 
the  high  cost  of  materials  and  scarcity  of  equipment ;  and  one  of  the 
most  important  things  was  the  ability  of  a  producer  who  had  mar- 
ginal production  over  here — he  could  go  out  and  sell  second-hand 
casing  at  a  higher  price  than  OPA  put  on  new  casing,  and  he  could 
make  more  money  taking  his  casing  out  than  he  could  from  the  oil. 
People  were  automatically  going  out  of  business.  They  are  selling 
out,  and,  of  course,  they  get  off  of  the  tax  rolls.  You  talk  about 
your  concentration  of  economic  power.  They  went  into  the  ranching 
business  because  the  prices  of  cattle  were  going  way  up  there.  They 
were  buying  business  property ;  they  were  buying  Government  bonds 
and  living  on  less  income.  That  was  the  direct  result  of  the  lack  of 
proper  economic  climate  that  surrounded  the  oil  producer. 

The  Chairman.  Of  course,  the  record  of  the  War  Production 
Board,  for  example,  shows  that  the  control  of  materials,  which  was 
maintained  during  the  war  as  a  war  measure,  was  speedily  dropped 
as  the  war  moved  towards  a  conclusion.  For  example,  the  controls 
exercised  by  the  War  Production  Board  were  materially  reduced 
after  victory  in  Europe  and  before  the  victory  in  Japan.  Then  when 
VJ-day  came,  the  War  Production  Board  practically  folded  up,  and 
the  Civilian  Production  Administration  took  its  place  and  exercised 
controls  over  vastly  fewer  commodities,  so  that  the  control  of  mate- 
rials and  these  other  directives  were  war  conditions. 

Mr.  Hardet.  That  is  right.    We  have  had  no  shortage  since  VJ-day. 

Senator  Hatch.  Mr.  Chairman,  I  am  not  a  member  of  this  com- 
mittee, but  may  I  ask  the  witness  a  question  ? 

The  Chapman,  We  shall  be  happy  to  have  you  do  so.  Senator 
Hatch,  not  only  because  you  are  chairman  of  the  Public  Lands  Com- 
mittee but  because  you  come  from  a  State  which  has  a  pretty  big  stake 
in  the  oil  business. 

Senator  Hatch.  I  am  especially  interested  in  the  independent 
tradition. 

Mr.  Hardey,  as  to  this  figure  that  you  gave  of  the  Treasury  De- 
partment for  1-943  as  compared  with  1942,  do  you  have  any  figures 
for  subsequent  years  ?    Does  that  same  trend  continue  ? 
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Mr.  Hardet,  I  am  quite  sure  it  does,  Senator  Hatch.  I  do  not  have 
the  figures  for  it,  but  I  am  sure  they  are  available  and  could  be  got  for 
you. 

Senator  Hatch.  You  did  not  just  select  a  couple  of  years  out  of 
the  air? 

Mr.  Hardey.  No;  that  was  the  last  available  published  data  that 
we  had  from  the  Treasury  Department. 

Senator  Brewster.  As  I  understand  your  position,  you  feel  other 
industries  were  more  favored  by  OPA  so  it  drew  people  from  the 
petroleum  industry? 

Mr.  Hardey.  I  think  a  lot  of  materials  were  diverted  from  the 
petroleum  industry  that  could  have  served  a  better  purpose  in  the 
petroleum  industry.  I  think  the  War  Production  Board  and  other 
agencies  that  had  anything  to  do  with  it  should  have  sent  less  steel  to 
South  America,  to  develop  the  oil  reserves  in  Venezuela  that  could 
have  just  as  well  served  here.  There  was  inefficiency  in  the  dis- 
tribution of  a  lot  of  products  and  materials  that  far  exceeded  even 
their  usefulness  to  the  petroleum  industry  here. 

Senator  Brewster.  You  spoke  about  going  into  the  cattle  business 
because  it  was  more  profitable.     Would  you  expand  a  little  on  that  ? 

Mr.  Hardey,  A  lot  of  fellows  took  their  capital  gains  or  losses  and 
went  out  of  the  oil  business  to  buy  ranches,  which  were  a  little  easier  to 
run.  You  did  not  have  so  many  manpoAver  problems.  The  price  of 
cattle  went  up  during  the  early  part  of  the  war  very  rapidly. 

Senator  Brewster.  I  thought  the  OPA  would  be  glad  to  call  you 
as  a  witness  to  the  fact  that  there  was  some  industry  that  was  favored 
by  them.     I  haven't  found  any  yet. 

Mr.  Hardey.  Senator,  I  think  everything  else  in  the  world  that  I 
know  anything  about  had  gone  up,  except  gasoline  at  the  pump.  I 
will  challenge  the  OPA  to  name  a  few  oil  products  that  went  up. 
I  just  do  not  know  any  crude  product  that  had  gone  up.  Your  oil  is 
about  the  only  one  of  the  whole  bunch  that  has  not  gone  up  during 
the  war.  The  only  thing  that  the  oil  producer  got  was  the  subsidy  on 
marginal  oil  production  during  the  war.  That  was  to  keep  them  from 
pulling  the  casings  out.  It  was  to  preserve  some  reserves  in  marginal 
production,  to  keep  them  from  pulling  the  secondhand  casing  out  of 
the  well  and  selling  their  pumps  likewise.  It  was  not  love  that  the 
OPA  had  for  the  petroleum  industry  as  a  whole. 

The  Chairman.  Did  you  ever  have  any  trouble  with  respect  to 
price  before  the  OPA  appeared  on  the  scene  ? 

Mr.  Hardey.  Mr.  Chairman,  we  can  pretty  well  take  care  of  our- 
selves under  ordinary  economic  conditions  in  the  industry.  We  can 
get  along  pretty  well  when  there  is  free  play  of  economics  in  this 
business. 

The  Chairman.  Wliat  proportion  of  your  crude  oil  is  sold  to  the 
majors  ? 

Mr.  Hardey.  I  cannot  give  the  percentage  figures  on  that.  A  large 
jmrt  is  sold  to  majors,  of  course,  probably  90  percent. 

The  Chairman.  Have  you  ever  heard  the  complaint_  by  independ- 
ent producers  that  the  price  they  received  for  their  oil  is  fixed  by  the 
purchaser? 

Mr.  Hardey.  You  will  find  a  few  who  probably  do  not  know  the 
real  situation  who  will  assert  that.  I  have  the  definite  feeling,  how- 
ever, that,  by  and  large,  the  principal  producers  and  processors  of 
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crude  oil  among  the  majors  have  the  feeling  that  in  order  that  this 
industry  be  properly  stabilized  you  have  got  to  build  it  from  the 
ground  up,  and  fir^t  of  all  the  producer  has  to  have  a  decent  price 
for  the  oil  to  lay  the  proper  foundation  for  the  industry.  If  the 
industry  does  not  receive  the  proper  price,  then  the  major  himself  is 
not  going  to  continue  to  survive.  He  has  got  to  depend  finally  upon 
domestic  production.  Unless  that  domestic  production  and  the  pro- 
ducer remain  in  a  solvent  condition  and  stay  in  business,  they  have 
no  crude  product  to  process.  I  feel  they  honestly  believe  the  producer 
must  have  a  decent  price  for  his  oil  if  the  industry  as  a  whole  is  to 
be  stabilized. 

The  Chairman.  I  was  prompted  to  ask  that  question  because  in 
my  State  I  have  heard  many  an  independent  producer  complain 
about  the  price  of  oil,  and  particularly  about  what  was  known  as 
the  differential  or  very  much  lower  price  of  oil  paid  to  the  producer 
in  Wyoming  than  in  the  midcontinent  field.  I  think  it  may  be  proper 
to  state  at  this  point  of  the  record  that  it  was  not  until  the  OPA  came 
along  that  that  differential  was  abolished  and  the  independent  pro- 
ducer in  Wyoming  got  a  better  price  for  his  oil. 

Mr.  Hardet.  I  think  Wyoming  crude  was  always  sold  too  low,  Mr. 
Chairman. 

Senator  Brewster.  You  said  you  thought  if  it  was  left  to  the  free 
flow  of  economic  forces  it  would  take  care  of  itself.  That  means  you 
do  not  want  any  governmental  intervention,  does  it  not  ? 

Mr.  Hardet.  On  price? 

Senator  Brewster.  Yes. 

Mr.  Hardet.  No,  sir ;  we  can  take  care  of  our  own  price  business. 

Senator  Brewster.  You  were  complaining  about  the  10  cents  a  bar- 
rel that  you  used  to  get.  Are  not  you  still  desirous  of  getting  out  of 
that  completely? 

Mr.  Hardet.  Yes.  I  think  the  Government  very  wisely  enacted 
the  Connally  Hot  Oil  Act.  That  was  in  regard  to  oil  produced 
illegally  under  State  regulatory  laws.  It  was  impossible  to  produce 
that  oil  and  transport  it  in  interstate  commerce.  That  was  one  of 
the  fine  things  that  this  Congress  did  to  prevent  overproduction  and 
wasteful  production,  way  back  in  the  years  about  1931, 1932,  and  1933, 
when  this  huge  East  Texas  oil  field  came  in. 

Senator  Brewster.  Would  not  you  recognize  if  the  Government 
were  to  cooperate  with  you  in  petroleum  production,  that  the  Gov- 
ernment would  have  to  cooperate  with  you  also  in  controlling  the 
prevention  of  any  abuses  that  might  result  from  that  integration? 

Mr.  Hardet.  I  think  it  is  fine  for  Congress  to  do  that,  to  enact  the 
necessary  legislation  suggested  by  the  industry,  but  leaving  the  regu- 
lation in  the  State  where  they  know  their  own  problems  best.  Senator. 
I  think  the  enactment  of  necessary  legislation  like  the  Connally  Hot 
Oil  Act  is  very  helpful  to  the  job  which  I  think  is  a  part  of  the  job  of 
the  States  to  enforce,  the  regulation  of  production,  the  prevention  of 
waste,  conservation,  and  so  forth.  That  is  a  program  that  should  be 
left  to  the  States. 

Senator  Brewster.  Would  not  the  producing  States  be  primarily 
concerned  with  getting  increased  prices,  where  there  are  23  other 
consuming  States  ?  I  seem  to  be  the  only  representative  of  them  here, 
so  I  think  I  am  the  devil's  advocate.  What  we  are  interested  in  is 
getting  the  product  at  a  reasonable  price. 
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The  Chairman.  You  want  to  call  yourself  the  angel's  advocate, 
because  the  consumer  is  the  angel  of  any  business. 

Senator  Brewster.  I  want  to  be  modest. 

Mr.  Hardey.  I  think  the  past  record  on  the  price  of  petroleum 
gives  you  the  best  answer.  The  free  play  of  economic  forces  is  the 
kind  of  competition  that  has  always  existed  in  the  petroleum  industry 
up  until  some  years  ago,  and  has  constantly  put  into  the  hands  of  the 
consumer  a  better  product  at  a  cheaper  price  all  the  way  down  the 
years. 

Senator  Brewster.  You  feel  that  without  OPA  there  would  not 
be  any  substantial  increase  in  the  oil  prices  ? 

Mr.  Hardey.  I  did  think  that,  and  I  do  now. 

Senator  Brewster.  If  that  is  true,  how  has  OPA  affected  it? 

Mr.  Hardey.  Because  I  think  the  economics  of  the  situation  during 
the  war  limited  an  increase  in  the  price  of  crude  oil. 

Senator  Brewster.  Then  you  think  there  would  be  some  increase 
without  OPA? 

Mr.  Hardey.  I  think  there  would  be  some  increase.  I  think  that 
the  refineries  would  recognize  that  and  would  have  given  us  that 
increase  in  the  price  of  crude,  but  they  could  not  do  it  under  the  OPA. 

Senator  Brewster.  You  said  just  before  that  you  did  not  think 
there  would  be  any  substantial  increase  without  OPA. 

Mr.  Hardey.  I  do  hot  think  it  would  have  been  substantial,  but 
certainly  would  be  enough  to  relieve  us  of  some  of  the  inequitable 
situation. 

Senator  Moore.  You  would  also  have  got  more  production. 

Mr.  Hardey.  Well,  there  would  have  been  less  cattle  buying  and 
less  cooperative  buying.    There  would  be  more  producers  in  business. 

Senator  Moore.  And  Senator  Brewster's  section  of  the  country 
could  have  more  hope  that  they  would  be  supplied  with  the  production 
that  they  needed. 

Mr.  Hardey.  There  are  two  important  things  that  must  be  consid- 
ered :  First,  the  assurance  of  continued  supply,  and,  second,  a  decent 
price  that  will  give  all  segTuents  of  the  industry  a  proper  profit.  I 
think  they  are  entitled  to  that.  Thirdly,  I  think  the  national  security 
must  be  watched,  I  think  all  of  those  combined  are  the  function  and 
duty  of  the  petroleum  industry. 

Senator  Brewster.  In  national  security  you  introduce  a  new  ele- 
ment. The  argument  on  national  security  is  that  we  would  not  again 
have  to  use  up  our  oil  resources. 

Mr.  Hardey.  Senator,  I  am  reminded  of  the  fact  that  it  might  have 
been  a  bad  thing  if  this  Congress  adopted  a  policy  like  that  some  25 
years  ago,  when  they  were  hollering  back  there  at  the  Colorado 
Springs  conference  in  1924,  when  they  wanted  to  shut  off  the  wells 
of  this  country  at  that  time  and  import  oil  because  they  thought  it 
was  a  matter  of  good  policy  to  conserve  our  oil.  The  natural  result 
would  have  been  a  stagnation  of  this  industry.  It  would  have  run 
the  people  out  of  business.  They  would  have  gone  to  farming,  or 
something  else. 

But  in  spite  of  the  demands  that  were  made  by  people,  some  in 
the  Government  and  a  lot  in  the  public,  that  we  should  preserve  our 
oil,  the  Congress  went  ahead  and  instituted  a  policy  of  encouragement 
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of  development  of  reserves.  The  chart  shows  a  continuing  ascent  of 
reserves.  TVe  started  this  war  with  19,000,000,000  barrels  of  reserves. 
If  we  did  not  have  it — if  we  had  been  dependent  on  reserves  in 
Venezuela  or  Saudi  Arabia,  or  any  other  country,  or  in  Russia — and 
that  is  where  the  reserves  of  the  world  are  except  our  own — with  the 
submarine  menace  you  had  at  that  time — where  would  we  have  been 
in  this  war  ?  "We  were  called  upon  to  furnish  83  or  84  percent  of  the 
gasoline  used  in  this  war.  If  Congress  had  not  adopted  the  policy 
of  encouraging  the  development  of  reserves  and  making  this  industry- 
stable  and  keeping  it  solvent,  we  would  not  have  won  the  last  war. 

1  say  we  would  not  have  won  it,  but  I  mean  we  would  not  have  won 
it  as  early  as  we  did,  anyhow. 

I  do  not  know  what  is  going  to  happen  in  the  future,  but  it  might 
happen  agam.  I  think  in  the  interest  of  national  security  you  have 
constantly  to  keep  a  good,  healthy  industry,  because  oil  is  about  two- 
thirds  of  your  entire  tonnage  in  warfare,  your  overseas  warfare,  and 
it  has  to  be  where  you  can  get  it.  I  do  not  think  it  would  be  good 
public  policy  to  be  dependent  on  some  foreign  source  of  supply,  with 
the  hope  that  the  State  Department  can  keep  some  control  for  the 
national  security.  I  just  cannot  see  that  that  is  good  policy.  How- 
ever, some  of  these  witnesses  are  going  to  tell  you  a  lot  more  about 
that.  Senator,  and  I  am  afraid  I  am  transgressing  on  some  of  their 
papers. 

Senator  Brewster.  You  are  doing  pretty  well. 

The  CsAiRiiAx.  Mr,  Hardey,  you  sjDoke  again  of  sales  by  independ- 
ents. You  have  mentioned  three  groups.  In  your  prepared  state- 
ment you  use  this  sentence,  "Unless  it  [the  price  problem]  is  solved, 
independents  will  continue  to  sell  to  majors  and  quit  business." 

Xow  when  you  wrote  that  sentence  you  were  apparently  under  the 
impression,  as  your  paper  indicated,  that  the  committee  did  not  want 
to  discuss  the  cooperatives  phase  of  the  problem.  My  question  to 
you,  therefore,  is :  Can  you  tell  us  what  proportion  of  independents 
who  have  sold  out  during  this  period  have  sold  out  to  major  com- 
panies and  what  percentage  to  cooperatives  or  to  others? 

Mr.  Hardet.  Well,  a  great  many  more  have  sold  to  larger  com- 
panies than  have  sold  to  cooperatives,  because  the  cooperative  move- 
ment in  oil  is  just  now  getting  into  full  sway.    Just  during  the  last 

2  or  3  years  have  they  started  going  places.  For  that  reason  I  think 
the  major  companies  have  bought  more  properties  than  the  cooper- 
atives have,  because  they  covered  more  territory. 

You  know  when  you  start  out  a  growth  like  a  cooperative  move- 
ment it  bursts  out  in  different  places  all  over  the  country,  but  it 
generally  expands  around  the  place  where  it  started.  That  is  true 
of  the  Middle  West  where  it  started.  They  have  not  gpt  into  our 
comitry  in  Louisiana  and  Texas  yet,  probably  because  it  costs  too 
much  money  to  drill  a  well  there  and  they  got  kind  of  scared  of  it, 
but  it  will  happen  in  a  while  if  something  is  not  done  about  it,  I 
think. 

The  Chairman.  Wliat  is  the  principal  market  for  the  independent 
producer  ? 

Mr.  Hardey.  For  the  sale  of  his  oil  ? 

The  Chairman.  For  the  sale  of  his  oil. 

Mr.  Hardey.  To  the  major  refineries,  of  course.  I  would  say  90 
percent  of  the  oil  goes  to  refineries.     They  themselves  do  not  export 
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oil  as  such,  they  sell  it  to  domestic  refineries.  They  sell  it  either  to 
an  independent  refinery  or  the  majors,  wherever  they  happen  to  be 
located,  of  course.  I  "have  no  figures  on  the  refining  industry,  as 
to  the  refining  capacity  of  the  small  refiners  as  compared  to  the  majors, 
but,  of  course,  what  we  call  the  23  major  companies  refine  the  larger 
percentage  of  oil  in  this  country. 

The  Chairman.  Is  it  your  opinion  with  respect  to  price,  for  ex- 
ample, that  if  price  is  left  to  the  normal  play  of  economic  forces  it 
would  tend  to  slow  up  the  sale  of  independents  to  the  majors  and 
to  the  cooperatives? 

Mr.  Hardey.  I  think  there  is  no  question  about  that. 

Senator  Hatch.  Mr.  Chairman,  I  want  to  clear  up  a  little  misunder- 
standing that  developed  between  the  witness  and  Senator  Brewster. 

When  you  said  there  would  not  have  been  a  substantial  increase  in 
the  price  of  oil  if  it  had  not  been  for  the  OPA,  isn't  it  true  there 
would  have  been  a  substantial  increase  of  25  or  35  cents  a  barrel  ? 

Mr.  Hardet.  I  think  there  would  have  been  an  increase  but  not  in 
the  terms  that  you  hear  the  fellows  speaking  about  its  being  inflation- 
ary, and  that  sort  of  thing.  I  think  there  would  be  a  nominal 
increase. 

Senator  Hatch.  What  you  would  call  a  nominal  increase,  30  cents 
a  barrel.  Senator  Brewster  would  probably  call  a  substantial  increase 
25  cents  a  barrel. 

Senator  Brewster.  What  would  it  amount  to  on  the  price  per 
barrel  ? 

Senator  Hatch.  It  would  run  about  $1.35,  something  like  that. 

Senator  Brewster.  From  $1.10? 

Mr.  Hardet.  Your  average  price  at  the  beginning  of  the  war,  your 
weighted  average  for  crude  was  about  $1.16  a  barrel. 

Senator  Hatch.  The  point  I  am  making,  if  that  substantial  increase 
had  been  granted,  then  in  all  likelihood  a  number  of  these  independent 
producers  would  not  have  gone  out  of  business.    Is  that  right  ? 

Mr.  Hardey.  That  is  right. 

Senator  Hatch.  The  preservation  of  the  independent  producer  is 
actually  to  the  interest  of  Senator  Brewster's  people.  He  talks  about 
the  consumer. 

Mr.  Hardet.  That  is  right. 

Senator  Brewster.  Was  not  that  the  recommendation  of  Mr.  Ickes 
as  Petroleum  Coordinator,  when  he  urged  the  higher  price  ? 

Mr.  Hardet.  That  is  right. 

Senator  BRE^vsTER.  That  was  opposed  by  the  OPA  ? 

Mr.  Hardey.  Yes.  Mr.  Ickes  and  PIWC  both  recommended  an 
increase  in  price  of  crude  oil. 

Mr.  Fraser.  Mr.  Ickes  recommended  in  the  neighborhood  of  35 
cents  a  barrel  increase,  did  he  not  ? 

Mr.  Hardey.  Yes,  and  so  did  PIWC,  the  Petroleum  Industry  War 
Council.  Prices  were  going  up  at  that  time,  costs  were  going  up, 
labor  costs  and  material  costs.  They  did  not  consider  it  in  the  public 
interest,  nor  in  the  interests  of  the  Nation  as  a  whole,  that  that  impor- 
tant segment  of  the  industry  should  be  forced  out  of  the  industry,  and 
we  still  feel  that  way,  Senator  Brewster.  I  do  not  think  that  con- 
centration of  economic  power  in  any  one  industry  is  good. 

Senator  Brewster.  Do  you  have  any  limit  on  the  size  of  the  com- 
panies who  are  members  of  your  association  ? 
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Mr.  Haedet.  No. 

Senator  Brewster.  The  big  companies  are  members  ? 

Mr.  Hardey.  No,  sir.  It  is  not  a  question  of  size;  it  is  a  question 
of  policy.  We  do  not  want  them  in  our  association  if  they  are  im- 
porting oil  from  foreign  countries,  and  those  who  might  be  opposed 
to  our  policy  of  first  favoring  the  domestic  petroleum  industry. 

Senator  Brewster.  I  notice  you  have  on  your  committee  some  of 
the  large  companies  represented. 

Mr.  Hardey.  On  this  committee  that  is  here  today  ? 

Senator  Brewster.  Yes. 

Mr.  Hardey.  I  think  that  was  a  fine  thing  to  do.  Senator,  because 
it  serves  as  a  check  and  balance  to  all  of  this  testimony.  In  the  testi- 
mony presented  first  to  your  committee  we  also  had  some  independents 
on  there,  and  it  had  the  effect  of  coordinating  the  pi'esentation  of 
both  phases  of  this  testimony  to  your  committee.  We  have  problems 
that  are  common  to  all  segments  of  the  petroleum  industry.  The 
majors  know  our  problems  as  well  as  we  know  their  problems,  so  in 
the  interest  of  getting  a  proper  story  across  to  your  committee  I  think 
it  is  a  perfectly  fine  thing  for  our  committee,  the  committee  on  the 
independent  company,  to  have  mixed  in  with  it  major  company  rep- 
resentatives, so  we  could  get  their  viewpoint  and  their  thinking  on 
our  problems.  Likewise  we  had  some  independents  on  the  committee 
that  prepared  the  major  company  testimony,  which  you  have  already 
listened  to,  certain  phases  of  it.  I  think  it  affords  a  very  fine  check 
and  balance  on  the  testimony  that  we  present  to  you  here. 

Senator  Brewster.  Then  there  was  a  measure  of  integration  recog- 
nized as  desirable  by  yourself  in  the  constitution  of  the  committee  ? 

Mr.  Hardey.  There  was ;  yes. 

Senator  Brewster.  You  have  got  everybody  represented  but  the 
farm  cooperatives. 

Mr.  Hardey.  Well,  we  do  not  mix  with  them  very  much. 

Mr.  Fell.  Senator  Brewster,  might  I  ask  Major  Hardey  a  question? 
It  may  clear  up  this  membership  thing. 

Senator  Brewster.  Yes,  certainly. 

Mr.  Fell.  Isn't  it  true  that  the  constitution  and  bylaws  of  the  Inde- 
pendent Petroleum  Association  of  Anaerica  prohibit  membership  of 
any  company  or  individual  who  is  engaged  in  importing  crude  oil 
into  the  United  States,  refining  crude  oil  that  is  imported  into  the 
United  States,  or  distributing  products  made  from  imported  crude  oil 
within  the  United  States  ? 

Mr.  Hardey.  That  is  the  limitation  placed  on  the  membership  of 
this  association. 

Senator  Brewster.  But  you  do  not  feel  that  was  a  handicap  in  the 
work  of  your  committee  to  have  somebody  who  did  not  represent  your 
personal  point  of  view  ? 

Mr.  Hardey.  No,  I  do  not  think  so  at  all. 

Mr.  Fraser.  The  committee  that  appears  here  today  is,  of  course, 
not  a  committee  of  the  Independent  Petroleum  Association  of  America? 

Mr.  Hardey.  It  is  not,  no.    It  is  a  cross  section  of  the  industry. 

Mr.  FfeASER.  It  is  a  cross  section  of  independent  producers,  refiners, 
and  marketers  ? 

Mr.  Hardey.  Yes,  and  also  some  of  the  majors  are  on  this  com- 
mittee, because  we  have  problems  in  the  independents  that  are  com- 
mon to  the  problems  of  the  majors,  too.    I  think  in  order  to  prepare 
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and  submit  to  you  a  correct  presentation  of  this  we  should  know  some- 
thing about  their  problems  as  we  prepare  this  testimony,  of  course. 

Senator  Brewster.  I  think  it  is  a  very  good  idea,  and  you  have  made 
it  perfectly  clear  just  how  the  committee  was  constituted.  You  have 
independent  members,  so-called,  that  constitute  by  far  the  majority 
of  your  committee,  so  their  position  presumably  would  not  be  unduly 
influenced  by  the  point  of  view  of  the  minority  if  there  was  a  differ- 
ence of  opinion. 

The  Chairman.  Proceed,  Mr.  Hardey. 

Mr.  Hardey  (resuming).  The  United  States  has  a  choice  to  make. 
It  can  be  self-reliant,  with  an  assured  supply  of  petroleum  products 
at  fair  prices,  a  system  of  aggressive  competition,  or  it  can  drift  into 
a  position  of  dependence  on  the  oil  of  foreign  nations,  supplied  by  a 
few  companies  and  with  a  once  great  independent  industry  moving  to 
complete  extinction. 

We  can  supply  some  of  the  answers  to  the  problems  that  we  face. 
We  hope  to  be  able  in  the  next  2  or  3  days  to  place  before  you  a 
clear  outline  of  the  position  of  the  independent  company.  It  is  our 
understanding  that  the  objective  of  your  committee  is  to  ascertain 
what  is  desirable  and  best  for  the  industry  and  for  the  people  of  a 
Nation  whose  welfare  is  so  dependent  on  oil. 

Our  witnesses  are,  I  feel  sure,  especially  qualified  to  discuss  the 
subjects  that  were  assigned  to  them.  Mr.  Kussell  B.  Brown  is  to  tell 
you  something  of  the  independent  producer  of  oil,  how  he  has  devel- 
oped and  what  he  has  done. 

Mr.  O.  C.  Bailey,  of  El  Dorado,  Ark.,  will  be  the  witness  on  oil  and 
gas  production.  Mr.  Bailey  has  viewed  the  subject  as  a  producer  and 
as  a  leader  in  the  development  of  conservation  practices.  He  is  the 
chairman  of  the  Arkansas  Oil  and  Gas  Commission.  The  work  of 
this  commission  in  the  formulation  of  policy  and  the  administration 
of  conservation  law  has  been  widely  acclaimed. 

Under  this  same  heading  of  production  we  have  two  witnesses  on 
specialized  subjects.  Mr.  D.  T.  Andrus,  of  Bradford,  Pa.,  will  discuss 
secondary  recovery.  It  was  in  the  Bradford  field  that  the  technique 
of  water  flooding  to  increase  the  recovery  of  oil  was  developed  and 
Mr.  Andrus  has  been  one  of  its  foremost  practitioners.  His  efforts  in 
this  work  and  especially  in  the  stimulation  of  fundamental  research 
have  gained  for  him  the  gratitude  of  the  oil-producing  industry.  He 
is  a  past  president  of  the  Pennsylvania  Grade  Crude  Oil  Association. 
Mr.  H.  M.  McClure,  of  Alma,  Mich.,  will  speak  on  the  conservation  of 
stripper  wells,  a  problem  that  exists  in  every  oil-producing  State. 
Mr.  McClure,  an  independent  producer,  is  president  of  the  National 
Stripper  Well  Association  'and  has  long  been  a  member  of  the  State 
Oil  Board  of  Michigan;  he  is  now  chairman  of  that  board,  which 
advises  the  oil  and  gas  conservation  authorities  of  Michigan. 

Charles  R.  Bell,  of  the  Kerr-McGee  Oil  Industries,  Inc.,  Oklahoma 
City,  is  the  witness  on  taxes.  Mr.  Bell  is  regarded  in  the  industry  as  an 
authoritative  spokesman  on  this  question.  He  has  the  ability  to  make 
intricate  tax  questions  understandable — even  interesting. 

During  the  four  years  in  which  independent  producers  have  sought 
correction  of  the  inequitable  price  of  crude  oil,  Mr.  Merle  Becker,  of 
W.  C.  McBride,  Inc.,  St.  Louis,  Mo.,  has  been  one  of  the  most  tireless 
of  workers.     He  met  the  opponents  both  in  the  field  of  accounting 
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and  of  practical  operating.     He  will  speak  on  tlie  subject  of  cost  and 
price  of  oil. 

The  association  of  wliicli  I  have  the  honor  to  be  president  was 
organized  in  1929.  Its  first  president  was  Mr.  Wirt  Franklin,  of 
Arclmore,  Okla.,  a  man  long  experienced  in  producing,  refining,  and 
marketing.  Mr.  Franklin  came  to  Washington  soon  after  the  organ- 
ization of  the  association  to  devote  all  his  time  to  the  oil  imports 
question.  The  task  was  great  and  the  opposition  was  powerful.  His 
forthright  conduct  of  the  independents'  cause  won  for  him  the  respect 
even  of  the  opposition.  He  returns  today  to  speak  to  your  committee 
on  the  subject  of  imports. 

Mr.  Fayette  B.  Dow,  of  Washington,  knows  intimately  the  inde- 
pendent refining  industry.  He  has  represented  as  counsel  for  many 
years  the  National  Petroleum  Association,  and  the  Western  Petroleum 
Refiners  Association.  That  representation  included  many  things, 
freight  rates,  taxes,  developments  in  chemistry  and  engineering — 
many  other  phases  of  the  refiner's  daily  life.  Mr.  Dow  will  be  the 
witness  on  the  independent  company  in  refining. 

Another  man  of  long  experience  is  sitting  with  us  as  a  representa- 
tive of  the  independent  marketer.  He  is  Mr.  B.  L.  Majewski,  of  the 
Deep  Rock  Oil  Corp.,  Chicago.  His  company  is  a  producer,  refiner, 
and  marketer,  and  his  special  field  is  marketing.  I  have  always  been 
impressed  by  the  breadth  of  Mr.  Majewski's  knowledge  not  only  of 
marketing  but  of  the  oil  industry  generally.  Mr.  Majewski  and  other 
marketers  did  not  believe  that  their  problems  were  involved  in  a  na- 
tional oil  policy  and  for  that  reason  have  not  prepared  a  statement 
for  your  committee ;  he  is  here  to  answer  questions  on  marketing  that 
may  arise  and  to  speak  with  reference  to  any  testimony  that  may  be 
presented  by  other  marketers,  should  that  seem  desirable. 

Our  final  witness  will  give  your  committee  a  summary  of  the  several 
problems  which  we  commend  to  your  committee's  attention.  He  is 
Col.  H.  B.  Fell,  an  independent  producer,  of  Ardmore,  Okla.,  and 
executive  vice  president  of  the  Independent  Petroleum  Association 
of  America ;  an  intense  student  of  the  economics  of  the  oil  industry 
and  an  operator  who  has  discovered,  developed,  and  produced  crude 
oil.  Colonel  Fell  was  chosen  to  be  the  man  well-qualified  to  make 
the  final  statement.  His  efforts  have  been  devoted  for  several  weeks 
to  endeavoring  to  assure  a  complete  presentation  of  the  problems  of 
the  independent. 

Again,  we  are  glad  of  the  opportunity  to  present  our  views  to 
your  committee.  We  believe  that  there  is  being  established  here  the 
basis  of  that  better  public  understanding  of  our  problems  and  of 
their  relation  to  American  life — an  understanding  which  we  have 
sought  for  years  to  promote. 

Our  first  witness  will  be  Mr.  Russell  B.  Brown.  He  is  from  the  oil 
country,  and  grew  up  in  the  atmosphere  of  oil  in  southern  Oklahoma. 
He  has  viewed  the  oil  industry  from  that  grass-roots  perspective  and 
from  the  national  viewpoint.  He  has  contributed  much  to  the  formu- 
lation of  conservation  laws  and  policies  and  he  has  always  regarded 
the  independent  producer  as  a  vital,  an  invigorating  force  in  the 
development  of  the  Nation.  I  speak  the  sentiments  of  thousands  when 
I  say  that  we  look  upon  him  as  one  of  our  most  inspiring  number. 

Mr.  Chairman,  I  very  much  appreciate  this  opportunity  to  appear 
here,  and  I  do  appreciate  the  fine  and  informal  manner  in  which 
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these  questions  were  asked.  I  will  try  to  reply  to  any  more  questions 
as  best  I  know.  I  would  like  the  committee  to  know  I  am  available 
at  any  time  during  this  presentation  to  attempt  to  answer  any  ques- 
tions that  you  liave. 

Senator  Moore.  We  feel  you  have  done  a  very  fine  job,  Mr.  Hardey. 
Thank  you  very  much. 

(Exhibits  A  and  B  submitted  by  Mr.  Hardey  are  as  follows :) 

Exhibit  A.    List  of  Personnel  of  Committee  on  the  "Independent 

Compant" 

B.  A.    Hardey,    Vhairman,   president,    Independent    Petroleum   Association   of 

America,  Shroveport,  La. 
Ralpti  T.  Zook,  president,  Sloan  and  Zook  Company,  Bradford,  Pa. 
Cnarles  F.  Roeser,  president,  Roeser  and  Pendleton,  Inc.,  Fort  Worth,  Tex. 

C.  L.  Henderson,  president.  Western  Petroleum  Refiners  Association,  Wichifr-a, 

Kans. 
Harry  A.  Logan,  president,  National  Petroleum  Association,  Warren,  Pa. 

B.  L.  Majewski,  vice  president.  Deep  Rock  Oil  Corporation,  Chicago,  111. 
Lee  S.  Wescoat,  vice  president.  The  Pure  Oil  Company,  Chicago,  111. 

M.  H.  Robineau,  president.  Frontier  Refining  Company,  Cheyenne,  Wyo.     . 

C.  P.  Watson,  president,  Oil  Producers'  Agency  of  California,  Los  Angeles,  Calif. 
L.  L.  Aubert,  Bankline  Oil  Company,  Los  Angeles,  Calif. 

Maston   Nixon,   Texas   Mid-Continent   Oil   and   Gas   Association,   %   Southelm 

Minerals  Corporation,  Corpus  Christi,  Tex. 
O.  D.  Donnell,  president,  The  Ohio  Oil  Company,  Findlay,  Ohio. 

C.  C.  Herndon,  vice  president,  Skelly  Oil  Company,  Tulsa,  Okla. 

E.  Buddrus,  president.  Independent  Natural  Gas  Association,  Chicago,  111. 

T.  H.  Barton,  president,  Lion  Oil  Company,  El  Dorado,  Ark. 

Frank  M.  Porter,  president,  Mid-Continent  Oil  and  Gas  Assn.,  Oklahoma  City, 

Okla. 
A.  S.  Ritchie,  D.  R.  M.  Company,  Wichita,  Kans. 
Van  S.  Welch,  Flynn,  Welch  and  Yates,  Artesia,  N.  Mex. 
N.  W.  Shiarella,  Miller  and  Shiarella,  Owensboro,  Ky. 

A.  W.  Peake,  president.  Standard  Oil  Company  (Indiana),  Chicago,  111. 
K.  S.  Adams,  president,  Phillips  Petroleum  Company,  Bartlesville,  Okla. 
John  R.  Suman,  vice  president.  Standard  Oil  Co.  (N.  J.),  New  York  City. 

B.  Brewster  Jennings,  president,  Socony- Vacuum  Oil  Co.,  New  York  City. 
Merle  H.  Becker,  vice  president,  W.  C.  McBride  and  Company,  St.  Louis,  Mo. 
Don  T.  Andrus,  Bradford,  Pa. 

W.  M.  Vaughey,  Vaughey  and  Vaughey,  Jackson,  Miss. 
Warwick  M.  Downing,  Denver,  Colo. 
Vernon  F.  Taylor,  San  Antonio,  Tex. 

Howard  J.  Whitehill,  president,  Whitehill  Oil  Corp.,  Tulsa,  Okla. 
Harold  B.  Fell,  executive  vice  president.  Independent  Petroleum  Association  of 
America,  Ardmore,  Okla. 

Exhibit  B.  Outline  of  Subjects  and  Witnesses 

1.  Opening  statement  by  B.  A.  Hardey,  president.  Independent  Petroleum  As- 
sociation of  America,  and  chairman  of  the  committee  on  the  independent  com- 
pany. 

2.  History  and  character  of  the  independent  oil  producer,  Russell  B.  Brown, 
general  counsel.  Independent  Petroleum  Association  of  America,  Washington, 

D.  C. 

3.  The  production  of  oil  and  gas,  O.  C.  Bailey,  Bailey  &  Trimble,  El  Dorado, 
Ark. 

a.  Secondary  recovery,  D.  T.  Andrus,  immediate  past  president,  Pennsylvania 
Grade  Crude  Oil  Association,  Bradford,  Pa. 

b.  The  conservation  of  stripper  wells,  H.  B.  McClure,  president.  National 
Stripper  Well  Association,  Alma,  Mich. 

4.  Taxes,  Charles  R.  Bell,  controller,  Kerr-McGee  Oil  Industries,  Inc.,  Okla- 
homa City,  Okla. 

5.  Costs  and  Price  of  Oil,  Merle  Becker,  vice  president,  W.  C.  McBride,  Inc., 
St.  Louis,  Mo. 
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6.  Imports,  Wirt  Franklin,  past  president,  Independent  Petroleum  Association 
of  America,  Ardmore,  Okla. 

7.  The  independent  company  in  the  refining  of  oil,  Fayette  B.  Dow,  National 
Petroleum  Association,  Western  Petroleum  Refiners  Association,  Washington, 
D.  C. 

8.  Summary,  H.  B.  Fell,  executive  vice  president,  Independent  Petroleum 
Association  of  America,  Ardmore,  Okla. 

(No  prepared  statement  will  be  presented  on  the  independent  company  in 
the  marketing  of  oil  products,  as  the  marketers  on  the  committee  and  other 
marketers  with  whom  the  matter  was  discussed  were  of  the  opinion  that 
marketing  problems  were  not  involved  in  a  national  oil  policy,  and  for  that 
reason  that  the  Senate  Special  Committee  Investigating  Petroleum  Resources 
did  not  desire  to  consider  such  matters.  Mr.  B.  L.  Majewski,  vice  president. 
Deep  Rock  Oil  Co.,  Chicago,  111.,  will,  however,  sit  with  the  witnesses  and  be 
available  to  answer  any  questions  pertaining  to  marketing  that  may  develop 
or  that  the  members  of  the  Senate  Special  Committee  Investigating  Petroleum 
Resources  may  desire  to  ask.) 

Senator  Moore.  We  will  recess  now  until  2 :  30. 
(Whereupon,  at  12  o'clock  noon,  the  committee  recessed  until  2:  30 
o'clock  p.  m.  of  the  same  day.) 

ATTERNOON   SESSION 

2:30  p.  m. 

The  Chairman.  We  will  come  to  order. 
Mr.  Brown,  are  you  ready  to  proceed  ? 
Mr.  Brown.  I  am  ready,  Mr.  Chairman. 

STATEMENT  OF  ETJSSELL  B.  BROWN,  GENEEAL  COUNSEL,  INDE- 
PENDENT PETEOLETJM  ASSOCIATION  OP  AMERICA,  WASHING- 
TON, D.  C. 

Mr.  Brown.  Mr.  Chairman,  my  name  is  Eussell  B.  Brown.  I  am 
the  general  counsel  of  the  Independent  Petroleum  Association  of 
America.  In  that  capacity,  I  have  been  in  Washington  for  more  than 
15  years.  I  have  had  the  opportunity  to  see  at  close  range  the  func- 
tioning of  the  oil  producing  industry;  I  lived  in  one  of  the  centers 
of  oil  development  for  many  years  and  participated  in  a  small  way 
in  development  in  Oklahoma  and  Texas. 

Long  association  with  these  producers  has  heightened  the  respect 
which  I  have  always  ,f elt  for  them.  They  are  true  pioneers,  extending 
frontiers  and  improving  the  new  territory  they  gain.  Our  form  of 
government  was  developed  by  men  such  as  these — men  of  good  will 
and  energy  who  sought  always  to  dignify  the  individual,  not  a  ruling 
class.  Men  such  as  these  were  enabled  to  exercise  their  talents 
because  of  that  form  of  government.  They  return  to  society  more 
than  they  obtain.  The  oil  producer  does  more  than  produce  and 
sell  oil.  He  converts  to  the  use  of  society  a  resource  which  cannot 
be  had  without  a  specialized  type  of  effort. 

Since  this  committee  first  heard  testunony  on  petroleum  resources 
in  June,  there  have  been  certain  developments  which  have  widened 
our  national  perspective.  We  have  finished  a  great  war.  It  was 
won  through  the  united  effort  of  all  elements  of  our  people  and  the 
coupling  of  their  strength  with  that  of  our  allies.  The  end  of  the 
war  was  hastened  by  the  perfection  of  methods  of  putting  to  use  a 
hitherto  unused  form  of  energy.  Overenthusiastic  comment  at  first 
was  to  the  effect  that  atomic  energy  would  very  soon  replace  the  forms 
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which  have  been  the  principal  basis  of  our  industrial  life — oil,  coal 
and  falling  water.  Throughout  our  industrial  development  these 
three  energy  sources  have  governed.  Whatever  mechanical  motion 
we  see  about  us  today — the  locomotive,  the  automobile,  the  airplane, 
the  electric  fan  or  the  dentist's  drill — with  few  exceptions  it  is  the 
lump  of  coal,  the  unit  of  petroleum,  the  drop  of  water  in  natural  or 
artificial  cascade  that  is  converted  into  motion-producing  power. 

Some  of  those  most  directly  concerned  with  the  development  of 
atomic  energy  have  spoken.  They  have  said  that  anything  beyond 
the  most  limited  use,  and  that  chiefly  in  the  field  of  medicine,  is  years 
away.  One  writer  of  scientific  works,  when  asked  to  speculate  as  to 
the  date  when  the  new  form  of  energy  would  be  at  work  in  the  peaceful 
arts  suggested  that  the  questioner  repeat  his  question  a  century  hence. 

I  think  we  may  assume  that  nothing  has  occurred  to  lessen  the  ne- 
cessity for  the  continued  existence  and  operation  of  the  oil  industry. 
Nothing  has  occurred  to  lessen  the  importance  of  the  inquiry  which 
this  committee  has  instituted,  nor  to  change  the  nature  of  the  inquiry. 

The  necessity  remains  for  continued  exploration  and  development 
of  domestic  oil  and  gas  resources.  Such  activity  contributes  to  the 
national  security,  to  the  domestic  economy  and  to  the  consumers' 
greatest  safeguard  against  high  price.  That  safeguard  has  always 
been  competitive  effort.  So  long  as  there  is  a  supply  of  crude  oil 
available  to  any  who  wish  to  engage  in  the  refining  industry,  products 
will  be  plentiful  at  prices  which  exact  no  undue  tribute  from  the  pub- 
lic. 

We  have  been  hearing  much  in  the  past  two  or  three  years  concern- 
ing "conservation."  Many  articles  have  been  published  in  the  daily 
press  and  in  popular  magazines.  Some  have  been  fair  appraisals  of 
our  situation.  Many  others  have  dwelt  on  the  thought  that  true  con- 
servation consists  chiefly  in  the  locking  up  our  own  petroleum  reserves 
and  relying  on  foreign  oil.  I  do  not  know  whether  this  type  of  article 
was  written  in  imitation  of  others  which  had  gone  before,  or  whether 
there  was  some  central  inspiration  for  all  of  them.  Perhaps  it  doesn't 
greatly  matter  what  the  reason.  What  is  important  is  that  we  try 
somehow  to  present  the  situation  in  its  true  light. 

Enlightened  self-interest  had  led  the  oil  producing  industry  to 
devise  conservation  methods  in  the  field.  A  much-quoted  expression 
of  an  oil  man  is  that  "what  we  waste  we  lose ;  what  we  save,  we  sell. 
We  save  and  sell  all  that  we  can."  In  pursuit  of  this  objective,  the 
oil  industry  has  spent  millions  of  dollars,  on  individual  and  collec- 
tive experimental  work.  The  facilities  of  Federal  and  State  agen- 
cies have  been  supported  and  encouraged,  with  money  and  time,  in 
experimental  work  of  a  research  nature,  with  the  results  being  made 
known  to  all. 

A  little  more  than  14  years  ago  a  conservation  conference  was  held 
in  Colorado  Springs.  Among  those  who  spoke  was  a  greatly  beloved 
citizen  of  Wyoming,  B.  B.  Brooks.  He  was  a  pioneer  in  the  develop- 
ment of  the  State's  resources — livestock,  coal,  oil,  timber,  and  others. 
He  had  been  Governor  of  his  State  in  a  day  when  Wyoming  was  new 
and  was  becoming  known  for  something  other  than  Indian  warfare. 
In  the  course  of  his  talk  at  Colorado  Springs,  Governor  Brooks  as- 
serted that  the  only  true  philosophy  of  oil  development  was  first  to 
find  the  oil,  then  conserve  it.  His  conception  of  that  next  step  was  to 
use  the  resources  when  found,  without  waste. 
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That  was  the  utterance  of  a  man  whose  wisdom  came  from  a  life- 
time of  achievement.  We  can  conserve  only  that  whose  existence  is 
known.  It  is  not  conservation  to  hoard  undiscovered  reserves  of  oil. 
We  are  disturbed  greatly  today  with  expressions  of  the  opposite  con- 
cept. The  advocates  of  a  "conservation"  policy  which  would  with- 
hold from  use  our  domestic  reserves  and  rely  on  oil  from  South  Amer- 
ica or  the  Middle  East  think  only  in  terms  of  conserving  that  which 
is  known — a  freezing  of  reserves  at  their  present  level.  It  is  obvious, 
or  should  be,  to  even  the  most  casual  observer  that  there  will  be  no 
discovery  unless  the  reserves  we  now  have  and  those  which  are  dis- 
covered from  time  to  time  are  used  sufficiently  to  compensate  for  their 
discovery  and  development.  Discovery  effort  is  financed  from  the 
sale  of  petroleum.  It  is  the  user  of  petroleum  who  jfinances  discovery. 
A  small  portion  of  the  proceeds  from  the  sale  of  10  gallons  of  gasoline 
or  a  change  of  motor  oil  finds  its  way  back  to  the  operator  who  sells 
his  crude  oil  and  devotes  a  part  of  his  income  to  leasing  and  explora- 
tion and  to  the  drilling  of  wells  after  the  new  field  is  found. 

The  Allied  Nations  won  the  war  because  there  was  a  supply  of 
petroleum  in  the  United  States  that  was  sufficient  for  all  military 
needs.  There  was  a  refining  industry  on  hand  to  convert  the  crude  oil 
into  the  needed  products.  The  refining  industry  was  here  because  of 
the  wealth  of  the  crude  oil  resources.  The  reserves  of  crude  oil  had 
been  found  and  developed  in  an  atmosphere  of  freedom — freedom  of 
the  producer  to  contract  with  the  landowner  for  the  right  to  explore 
and  develop ;  in  short,  full  freedom  except  to  wastef ully  destroy. 

Mr.  Fraser.  Yet,  Mr.  Brown,  we  should  not  overlook,  should  we, 
the  contribution  made  by  the  Venezuelan  fields  to  the  winning  of  the 
war  ? 

Mr,  Brown.  Quite  true.  Later  on,  after  we  had  got  rid  of  the  first 
threat  of  the  submarine,  we  used  a  very  great  deal  of  Venezuelan  oil. 
That  is  quite  true, 

(Eesuming:)  It  is  the  earnest  desire  of  the  independent  producer 
that  such  freedom  be  maintained.  He  believes  that  the  soundness  of 
the  policy  under  which  this  Nation's  oil  reserves  were  found  and 
developed  was  proved  during  the  war  just  ended.  That  tools,  machin- 
ery, ideas,  men  and  resources  can  be  laid  away  on  a  shelf  for  use  on 
some  undetermined  occasion  for  some  unforeseen  emergency  seems 
doubtful.  Tools  and  machines  are  improved  by  use.  A  particular 
piece  of  machinery  or  tool  may  become  worn  with  use,  but  the  con- 
tinued use  suggests  ideas  for  replacement  with  better  material  or 
improved  design. 

Ideas  and  men  improve  with  use  and  application.  Ideas  lose  their 
inapplicable  phases  by  use  to  some  definite  purpose  and  become  en- 
larged as  their  deficiencies  become  apparent.  Men  become  more  skill- 
ful and  efficient  in  the  type  of  effort  where  they  are  most  practiced  and 
experienced. 

Materials  laid  away  or  stored  for  certain  use  furnish  little  hope 
for  development  beyond  that  use.  Had  we  stored  our  reserves  of 
petroleum  when  its  use  was  confined  to  lighting  a  lamp  it  would  have 
been  usable  for  little  more  than  lighting  a  lamp. 

The  products  of  petroleum  are  now  essential  to  our  existence  be- 
cause we  have  developed  a  use  for  them  and  as  use  was  developed, 
supply  was  increased  and  made  more  certain.  The  greatest  accelera- 
tion in  such  development  and  use  has  been  effected  by  people  of  the 
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United  States,  where  the  use  has  been  greatest.  By  use  we  discover 
added  values  in  the, material  we  use  and  the  elements  necessary  to 
provide  proper  substitutes  for  such  materials  or  portions  for  which 
we  may  later  have  a  shortage. 

During  this  war  we  had  a  prime  illustration  of  the  value  of  having 
skilled  men  and  adequate  technique  available  at  all  times.  The  Navy 
found  it  necessary  to  draw  on  its  petroleum  reserve  No.  1  for  sup- 
plying its  ships.  It  was  but  a  short  time  following  authorization  by 
Congress  that  every  needed  skill  was  put  to  work  at  drilling  and 
producing  the  oil.  The  Navy  possessed  no  technique  of  its  own  but  it 
was  able  to  call  upon  the  latest  and  best  that  could  be  found  in  the 
whole  world  because  experience  and  usage  of  the  arts  and  skills  had 
brought  continued  improvement.  It  found  all  that  was  needed  close 
at  hand. 

In  this  reference  to  the  naval  reserve,  I  would  not  be  understood 
to  favor  the  reservation  of  oil  reserves  for  special  purposes  such  as 
this  as  a  matter  of  policy.  A  strong,  vigorous  industry  is  far  better 
guaranty  of  adequate  supply  in  time  of  emergency  than  are  blocks  of 
territory  here  and  there,  uncertain  as  to  worth  and  constituting  a 
recurrent  problem  in  policy. 

We  can  go  much  further  back  for  a  distinction  between  "conserva- 
tion" and  "reservation."  St.  Matthew  reported  it.  The  five-talent 
and  the  two-talent  men  were  rewarded  and  praised  for  putting  to  use 
and  increasing  the  coins  they  had  been  given. 

The  third  one  was  a  reservationist ;  his  employer  didn't  think  much 
of  his  ability  and  so  gave  him  one  talent.  He  speedily  showed  why 
he  had  been  entrusted  with  the  least,  for  he  "went  and  digged  in  the 
earth,  and  hid  his  lord's  money" — oil,  in  the  instance  here.  So  even 
that  was  taken  from  him  and  he  was  termed  the  "unprofitable  servant." 

The  implication  in  some  of  the  assertions  that  have  been  made  in 
recent  months  concerning  the  need  of  a  national  oil  policy  is  that  none 
has  heretofore  existed.  There  has  been  a  policy.  The  Congress  has 
contributed  materially  to  it,  partly  through  affirmative  action,  partly 
through  refusal  to  establish  unneeded  restrictions.  Here  are  some 
of  the  elements  of  the  policy  which  has  been  formulated : 

1.  Recognition  by  Congress  of  the  basic  nature  of  petroleum  and 
natural  gas  in  its  tax  laws. 

2.  Recognition  by  Congress  of  the  depressing  effect  of  unrestricted 
imports  on  the  domestic  industry  and  the  expression  of  positive  policy 
by  placing  an  excise  tax  on  crude  oil  and  products.  (This  policy 
has  been  weakened  through  reciprocal  trade  agreements  and  the  issue 
may  again  have  to  be  presented  to  Congress.) 

3.  The  refusal  of  Congress  to  enact  laws  providing  for  Federal 
regulation  of  production  of  oil  and  gas  as  a  conservation  measure, 
a  field  already  occupied  by  the  several  States  which  have  production 
of  these  resources. 

4.  Enactment  by  Congress  of  the  law  which  forbade  the  use  of 
interstate  means  of  transportation  for  oil  produced  in  violation  of 
the  laws  and  regulations  of  the  States. 

5.  Maintenance  of  t^e  basic  land  title  system  in  the  United  States 
whereunder  the  possessor  of  a  fee  simple  title  owns  the  mineral  re- 
sources. Exploration  and  development  thus  has  been  kept  on  the  basis 
of  contract  between  landowner  and  the  oil  operator,  with  no  restric- 
tions outside  those  provided  by  the  State  for  waste  prevention. 
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6.  Open  and  public  hearings  by  State  regulatory  agencies  on  matters 
of  oil  and  gas  field  regulations  and  the  provision  of  right  of  appeal 
to  the  courts. 

7.  Proper  technical  assistance  in  the  common  interest  by  such 
Federal  agencies  as  the  Bureau  of  Mines  and  the  United  States  Geo- 
logical Survey,  in  correlating  basic  data  on  oil  exploration,  recovery, 
and  on  trends  in  supply  and  demand. 

8.  The  encouragement  by  the  States  of  development  and  the  avoid- 
ance legislatively  of  repressive  measures. 

9.  The  formation  and  growth  of  the  Interstate  Oil  Compact,  now 
including  17  States,  pledged  to  the  continued  development  of  proper 
and  workable  conservation  policies. 

10.  The  elasticity  of  conservation  policies  of  the  States  to  provide 
for  new  technical  developments  in  the  exploration  for  and  the  develop- 
Qient  of  oil  and  gas  resources. 

The  foregoing  are  some  of  the  broader  aspects  of  what  we  may 
well  consider  our  national  oil  policy  as  it  has  existed.  It  is  my  belief 
that  such  policy  needs  little  elaboration  or  change  at  this  time  beyond 
the  revision  of  laws  on  leasing  and  development  of  public  lands  and 
assurance  that  oil  imports  will  not  be  permitted  to  weaken  our  domestic 
industry. 

Mr.  Fkaser.  You  do  not  say  ami:hing  about  our  foreign  policy  here. 
Is  that  because  you  are  thinking,  when  you  say  "national  policy",  of  a 
domestic  oil  policy  ? 

Mr,  Brown.  I  am  thinking  of  a  domestic  policy;  that  is  right. 
[Eesuming :] 

Through  current  proposals,  which  we  trust  will  soon  be  realized,  to 
amend  the  laws  on  development  of  public  lands  so  as  to  encourage 
the  risk  of  capital  thereon  there  would  be  a  needed  further  enlargement 
of  the  national  policy. 

Whether  it  would  be  appropriate  for  this  conunittee  to  study  the 
public  lands  question  from  the  standpoint  of  departmental  confusion, 
I  do  not  attempt  to  judge.  I  would  like,  however,  to  call  attention  to 
the  fact  that  many  agencies  now  administer  lands  owned  by  the  Fed- 
eral Government  and  that  leasing  policies  differ  and  that  this  alone 
tends  to  hinder  development  and  exploration. 

There  are  two  concepts  of  such  administration  by  the  Federal 
Government.  One  is  that  of  a  trustee  for  the  true  owners — the  public. 
I  feel  certain  that  such  was  the  original  concept;  it  was  planned  that 
administration  should  mean  the  use  of  the  land  for  the  common  good, 
hence  on  such  terms  and  under  such  conditions  as  would  promote  wise 
and  beneficial  use.  The  other  concept  is  that  of  a  landlord  who  thinks 
of  himself  as  the  owner  and  who  seeks,  for  the  glory  of  his  department, 
to  exact  the  highest  rentals  and  bonuses  obtainable  and  who  may,  on 
sudden  whim,  deny  usage  altogether  of  large  areas. 

The  situation  is  even  more  difficult  when  we  find,  as  at  present,  that 
there  is  not  one  landlord  but  several ;  some  of  them  who  sell  surface 
title  to  lands  retain  part  of  the  minerals,  producing  still  further  con- 
fusion. Part  of  such  retention  is  by  authority  of  law — which  should 
be  reexamined  as  to  its  future  implications — others  are  ambitious 
and  recently  there  was  a  case  of  such  retention  which  was  plain 
subterfuge. 
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HISTORY  AND  CHARACTER  OF  THE  INDEPENDENT  COMPANY 

In  a  description  or  delineation  of  the  independent  in  the  petroleum 
industry  one  cannot  be  exact  because  he  must  speak  of  numbers.  I 
discuss  here  the  independent  producer  of  oil  and  gas — others,  more 
intimately  acquainted  with  refining  and  marketing,  will  give  their 
analyses  of  the  independents  in  those  divisions. 

"What  is  an  independent  company  in  the  production  of  oil?  You 
could  have  many  definitions.  My  definition  is  a  company  or  individual 
whose  actual  management  and  financial  source  are  substantially  the 
same.  The  gTOup  I  attempt  to  interpret  consists  of  between  19,000 
and  20,000  individuals,  partnerships,  and  companies. 

The  exact  number  of  producers  is  not  known.  The  Sixteenth  Census 
of  the  United  States — 1940 — recorded  something  over  10,000  oil  and 
gas  producers,  operating  some  313,000  wells ;  since  this  left  more  than 
60,000  wells  unaccounted  for,  on  the  basis  of  trade  journal  reports  for 
1939  it  may  be  assumed  that  several  thousand  owners  were  overlooked. 
The  Bureau  of  the  Census  said  this  undoubtedly  was  the  case. 

The  independent  producer  has  existed  since  the  beginning  of  the  oil 
producing  industry.  The  successful  substitution  of  petroleum  found 
in  drilling  for  fresh  water  and  brine  for  whale  oil  and  animal  fat 
candles  led  a  small  syndicate  to  seek  greater  supply;  so  the  famous 
Drake  well  was  drilled  near  Titusville,  Pa.,  in  1859.  We  date  the 
history  of  the  petroleum  industry  of  the  United  States  from  this  event. 

Independent  producers  at  once  became  numerous.  Men  left  other 
occupations  to  engage  in  the  new  dramatic  industry.  Well  drillers 
brought  the  technique  they  had  used  in  the  development  of  water  sup- 
plies and  brine  for  salt-extraction  plans  and  became  oil  producers. 
Capital  was  attracted  from  other  industries  and  from  financial  insti- 
tutions. The  search  for  oil  was  quickly  extended  to  Ohio,  West  Vir- 
ginia, New  York,  and  Kentucky. 

Such  success  attended  the  early  efforts  that  price  distress,  which 
has  plagued  the  independent  ever  since,  made  its  appearance.  The 
1859  oil  production  is  shown  by  the  records  to  have  averaged  $20  per 
barrel;  in  1861,  it  was  52  cents.  The  production  thus  early  exceeded 
the  demand,  which  was  confined  generally  to  illuminating  purposes, 
and  this  market  was  poorly  developed  until  better  lamps  were  made 
available. 

For  approximately  12  years  following  the  completion  of  the  Drake 
well,  the  industry  consisted  of  hundreds  of  producers  and  scores  of 
refiners.  It  was  in  1872  that  John  D.  Kockefeller  established  his 
Standard  Oil  industrial  empire,  confined  chiefly  to  refining  and  dis- 
tributing and  for  about  40  years  this  combination  of  interests,  public- 
ly known  as  the  "trust",  met  no  one  who  offered  a  successful  challenge 
to  its  supremacy.  Public  policy,  expressed  by  the  Congress  and  the 
courts,  ultimately  led  to  the  dispersal  of  the  trust  into  units  within 
designated  geographical  areas.  Whether  the  growth  of  companies 
competitive  with  such  units  would  have  come  about  through  natural 
expansion  of  the  oil  business  has  been  a  subject  for  debat€.  At  any 
rate,  such  growth  did  occur  and  there  are  numerous  large  companies 
today  which  began  as  small  independents,  some  beginning  with  one 
phase  of  the  business  and  adding  others. 
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As  successive  States  were  found  to  contain  oil  and  new  fields  were 
opened,  new  oil  men  came  into  the  business.  Many  were  recruited 
locally.  Bankers,  merchants,  landowners,  and  many  in  other  occupa- 
tions inrested  in  the  development  of  fields  and  remained  to  make  that 
their  occupation.  There  was  also  an  enormous  addition  to  the  ranks 
supplied  by  those  who  had  been  employed  by  oil  producers.  A  driller 
would  obtain  a  lease  and  become  a  producer  on  his  own  account,  or  a 
pumper  would  become  the  partner  of  the  one  who  owned  a  producing 
lease.  A  great  number  of  today's  oil  producers  have  had  the  practical 
experience  which  comes  from  the  development  and  operation  of  oil 
fields.  There  are  many  petroleum  geologists  who  have  entered  the 
operating  end  of  oil  producing.  DrilKng  contractors  have  throughout 
the  histoiy  of  the  oil  industry  in  the  United  States  acquired  producing 
interests  and  several  of  them  are  in  the  front  rank  of  independent 
producers. 

Thus,  the  independent  producing  industry  is  composed  of  many 
elements  and  many  diversified  talents  have  been  contributed  to  the 
whole.  Betterment  of  drilling  technique  was  possible  because  of  the 
presence  of  men  who  had  first-hand  knowledge  of  drilling.  The  in- 
dependent producer  who  left  the  employ  of  an  integrated  company  to 
engage  in  the  business  for  himself  brought  an  economic  viewpoint 
which  was  shared  with  other  independents  in  his  community  and  in 
the  trade  associations  to  which  he  belonged. 

We  see  the  evidence  now  that  the  influx  to  the  independent  produc- 
ing industry  from  other  occupations  is  not  of  the  proportion  that  it 
was  in  earlier  times.  It  has  become  more  and  more  a  traditional  call- 
ing and  probably  that  trend  will  continue.  Sons  follow  in  the  foot- 
steps of  their  fathers,  as  _so  do  the  sons  of  sons.  The  industry  is 
just  old  enough  now  to  include  third-  as  well  as  second-generation 
oil  producers.  Today's  oncoming  crop  of  oil  producers  who  succeed 
to  the  management  of  businesses  established  by  their  fathers  or  their 
grandfathers  or  who  start  their  own  enterprises  more  and  more  tend 
to  be  technically  trained.  Many  of  the  young  oil  producers  who  were 
getting  their  start  when  war  came  were  technically  trained,  with 
school  vacations  spent  in  the  oil  fields  where  academic  knowledge  was 
given  clear  and  definite  meaning. 

The  oil  producer  had  to  learn  as  he  went.  There  was  little  which 
the  earliest  of  the  producers  could  adapt  from  other  industries.  The 
rudimentary  percussion  drilling  tools  which  were  used  for  other 
drilling  at  the  time  were  too  light  for  the  greater  depths  at  which 
oil  was  found.  The  oil  producers  of  that  early  day,  aided  by  the  small 
manufacturers  of  drilling  equipment — little  more  than  oversized 
blacksmith  shops — continually  improved  the  design  of  the  tools.  He 
was  always  seeking  ways  to  do  the  job  better  and  less  expensively. 

They  learned  to  do  by  doing.  There  was  the  period  of  exploration 
when  no  technical  guidance  was  to  be  had.  Wildcat  wells  were  drilled 
on  the  basis  of  "creekology"  and  on  "trends."  The  latter  reason  is 
still  the  basis  for  a  small  exploratory  activity  and,  indeed,  has  re- 
sulted in  some  important  discoveries.  One  of  the  first  prospectuses 
issued  by  a  company  seeking  funds  to  explore — Kentucky  had  been 
selected  for  the  venture — contained  a  report  by  a  mining  engineer. 
His  cliief  reason  for  believing  that  oil  would  be  found  was  the  presence 
of  "oxbows"  in  the  Barren  Kiver, 
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Men  began  to  piece  together  the  meager  evidence  acquired  by  drill- 
ing and  supply  reasons  for  the  occurrence  of  oil  and  gas.  Geology 
was  slow  in  gaining  wide  acceptance  in  petroleum;  however,  that  is, 
geology  by  that  name.  It  is  certain  that  many  of  the  new  areas  were 
opened  to  production  on  the  basis  of  the  bits  of  information  which, 
though  not  dignified  by  the  producer  himself  as  geology,  nevertheless 
formed  a  studied-out  pattern  of  cause  and  effect. 

Conservation,  too,  was  the  concern  of  oil  producers  quite  early.  It 
was  a  long  while  before  oilmen  sought  waste-prevention  laws. 
Chiefly,  each  was  concerned  with  what  happened  on  his  own  property. 
There  was  again  no  guidance,  no  knowledge  even  of  the  nature  of 
oil  and  gas,  of  their  relationship,  of  the  function  and  character  of 
the  energy  in  the  oil  reservoirs.  The  first  efforts  of  a  conservation 
nature  were  devoted  to  the  repair  of  damage  that  had  been  done. 
Small-scale  use  of  natural  gas  as  a  repressuring  medium  to  increase 
the  recovery  of  oil  on  properties  whose  natural  energy  had  been  ex- 
hausted was  made  in  Pennsylvania  rather  early  in  the  industry's 
history.  At  a  later  date,  two  brothers  in  southeastern  Ohio,  who 
were  impressed  with  the  large  quantity  of  apparently  unrecoverable 
oil  in  the  shallow  sand  fields  of  their  area,  developed  a  systematic 
method  of  injecting  compressed  air  into  those  sands.  This  became 
known  as  the  Smith-Dunn  process.  By  chance,  it  was  found  in  the 
Bradford  field  that  fresh  water  would  greatly  increase  the  ultimate 
recovery  of  oil  from  a  reservoir  whose  natural  energy  had  been  spent. 
The  role  of  the  independent  producer  in  the  several  methods  of  what 
is  known  as  secondary  recovery  has  been  a  leading  one  ever  since 
producers  began  to  worry  over  the  vast  reserves  of  oil  left  in  the 
sands  after  natural  flow  in  a  field  had  ceased. 

These  earlier  beginnings  in  secondary  recovery  have  borne  great 
fruit  and  promise  to  do  so  increasingly  in  the  future.  In  all  our 
calculations  of  the  future  petroleum  production  in  the  United  States, 
we  properly  place  great  emphasis  on  these  methods.  The  independent 
producers  were  pioneers  in  the  development  and  use  of  pressure  res- 
toration and  have  been  the  largest-scale  practitioners  of  increasing 
recovery  by  the  use  of  water  flooding  and  compressed  air  and  gas. 
On  many  occasions  they  have  purchased  stripper-well  properties  from 
major  companies  who  were  not  then  adapted  to  the  use  of  secondary- 
recovery  methods  and  have  produced  much  oil  therefrom.  Future 
oil  recoverable  by  secondary  recovery,  as  economic  conditions  warrant 
the  substantial  capital  investments,  is  estimated  to  be  several  billion 
barrels.  A  large  part  of  it  is  under  the  holdings  of  independent  oper- 
ators whose  hope  is  that  they  may  have  the  conditions  that  will  enable 
them  to  use  the  knowledge  they  have  gained. 

The  Chairman.  How  large  in  proportion  ? 

Mr.  Brown.  I  think  it  is  estimated  fairly  accurately  at  about  10 
percent. 

Mr.  Frankun.  It  is  more  nearly  20  percent. 

Mr.  Brown.  Mr.  Franklin  says  20  percent.  I  have  not  an  accurate 
statement  of  that. 

Senator  Moore.  What  do  you  mean? 

The  Chairman.  What  proportion  of  the  holdings  which  are  being 
operated  by  secondary-recovery  methods  are  controlled  by  independ- 
ent operators  ? 
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Mr.  Brown.  I  misunderstood  your  question.  Your  question  is  what 
proportion  of  the  secondary-recoTery  operations  are  being  handled 
by  the  independents  ? 

Tlie  Chairmax.  Yes. 

Mr.  Browx.  I  have  not  an  accurate  estimate  of  that,  but  that  runs 
well  over  50  percent. 

The  CHArR:MAX.  To  what  were  you  referring  ? 

]Mr.  Browx.  I  thought  you  meant  what  proportion  of  the  reserves 
would  lend  themselves  to  secondary-recovery  operations. 

The  Chaipj^iax.  I  see.  Then,  you  want  the  committee  to  under- 
stand that  the  independent  producer  does  more  in  the  way  of  second- 
ary-recovery production  than  the  major  company  i 

^Ir.  Browx.  That  is  my  impression.  Mr.  Andrus  is  here,  and  I 
would  like  to  ask  hun  whether  he  has  an  expression  on  that. 

]Mr.  Axi)Rus.  I  would  say  very  much  more  of  the  development,  by 
the  secondary  operation,  has  been  by  the  small  independents. 

Captain  Fraxchot.  At  the  present  time  it  depends  where  you  clas- 
sify the  South  Pemi  Oil  Co.  If  you  classify  the  South  Pemi  Oil  Co. 
as  "^an  independent,  I  would  say  there  is  pretty  nearly  100  percent. 

Mr.  AxDRUS.  Yes. 

Captain  Fraxchot.  If  you  do  not  classify  them  as  an  independent, 
you  would  be  down  to  about  75  percent.  That  is  a  matter  of  clas- 
sification. 

^Ir.  FpasER.  T\liy  is  that.  Mr.  Brown  ? 

Mr.  Browx.  The  reason  I  just  tried  to  explained,  above,  that  the 
larger  companies  are  primarily  equipped  for  active,  intensive  opera- 
tion, and  they  go  on  to  the  next  field.  They  get  a  field  down  until 
it  is  low,  then  they  go  on  to  fields  of  flush  production,  because  it 
is  cheaper  production.  That  has  been  historically  true.  Then,  they 
can  make  a  better  profit.  The  secondary  operation  is  a  small  man's 
job.  because  he  sits  down  on  the  job.  pretty  close  to  it.  and  has  always 
been  such.    That  is  growing  now  into  the  independents'  field. 

Mr.  FpasER.  That^is.  he  comes  along  and  eats  what  is  left? 

Mr.  Browx.  That  is  right.    Those  are  the  gleaners. 

Captain  Fraxchot.  I  think  that  is  also  true,  Mr.  Brown,  clue  to 
the  fact  that  the  independents  have  had  more  vision  in  this  particular 
phase  of  the  oil  business. 

Mr.  Browx.  They  had  more  initiative. 

Captain  Fr-ixchot.  The  Bradford  field  is  an  outstanding  illustra- 
tion of  secondary  recovery.  I  know  that  the  majors  had  their  chance, 
and  just  turned'  it  down.  And  men  resigned  from  the  major  com- 
panies to  go  into  the  secondary  recovery,  after  having  given  the 
majors  their  opportimity.     Isn't  that  so,  Mr.  Andrus  ? 

Mr.  AxDRUs.  Very  much  so. 

Captain  Fp^xchot,  I  am  referring  to  Clayton  Dorn  and  his  son, 
Forrest  Dorn,  for  example. 

Mr.  Browx.  I  have  Imown  of  that  situation  in  other  areas,  also. 

The  Chairmax.  Can  you  give  us  a  list  of  properties  which  have 
been  sold  by  the  majors  to  independents  for  secondary  recovery? 

Mr.  Browx.  ]\Ir.  Andrus  has  a  paper  on  that. 

I  wonder.  Mr.  Andrus.  whether  you  go  into  that  phase  ? 

;Mr.  AxDRUs.  I  have  not  gone  into  that  angle  of  it.  We  wiU  be  glad 
to  look  it  up. 
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The  Chairman.  I  think  it  is  important,  because  all  of  the  evidence 
which  I  have  seen  tends  to  show  that  a  greater  and  greater  portion 
of  the  known  oil  reserves  of  the  United  States  is  to  be  found  in  the 
hands  of  the  majors.  Now,  if  the  majors,  after  flush  production  has 
passed,  or  production  at  low  cost,  or  when  production  reaches  the 
secondary  stage,  are  disposing  of  properties  to  independents  for 
secondary  recovery,  that  is  a  very  important  thing  to  know.  If  they 
are  not  disposing  of  fields  which  have  become  ripe  for  secondary 
recovery,  but  are  holding  them,  and  they  are  not  being  produced,  that 
is  an  important  fact  to  know,  likewise.  But  we  start  from  the  basic 
fact  that  the  ownership  of  reserves  in  the  United  States  in  the  hands 
of  the  so-called  major  companies  is  greater  now  than  it  ever  has  been 
in  history. 

Mr.  Brown.  That  is  true. 

The  Chairman.  So  that  this  matter  of  the  ownership  and  handling 
of  the  reserves  is  to  my  mind  one  of  the  most  important  questions  to 
be  taken  into  consideration  when  you  try  to  assess  the  future  of  the 
independents. 

Mr.  Brown.  Suppose  we  endeavor,  then,  Mr.  Andrus,  to  get  as 
nearly  as  we  can  an  exact  statement  of  that. 

Mr.  Hardey.  Mr.  Chairman,  do  you  mind  my  interjecting  an  obser- 
vation into  tliis  in  this  regard  ? 

The  Chairman.  You  know  that  we  are  trying  to  invite  the  inter- 
jection of  observations.     You  may  proceed,  by  all  means. 

Mr.  Hardey.  From  my  experience  out  in  my  country,  concerning  the 
sale  of  these  leases  to  independents,  I  find  it  is  brought  about  largely 
in  this  way :  By  isolated  leases,  a  man  will  come  in  and  buy  a  half  doz- 
en wells.  This  man  and  his  sen  and  his  son-in-law  will  probably 
operate  it,  and  all  the  overhead  is  in  the  family.  By  doing  this,  he 
can  probably  operate  an  isolated  lease  profitably,  where  a  major  com- 
pany could  not  do  it  in  connection  with  its  other  operations.  That  has 
been  my  observation;  that  happens  in  a  great  many  fields.  It  is 
particular!}'  true  in  stripper  fields  of  submarginal  production,  where  a 
major  company  cannot  send  a  roustabout  gang  over  here  two  or 
three  miles  from  its  headquarters  to  pull  rods  on  a  lease.  But  a  man 
who  probably  worked  for  that  company  can  take  over  that  well  and 
pay  for  it  out  of  its  production  on  a  nominal  investment,  and  operate 
it  in  the  family,  where  all  the  overhead  is  in  the  family;  he  can  at 
least  make  a  living  out  of  it. 

The  Chairman.  I  think  it  will  be  very  valuable  to  the  committee 
to  have  as  full  a  picture  drawn  as  you  can  of  that. 

Mr.  Brown.  We  will  endeavor  to  do  that.  That  does  not  necessarily 
apply  to  secondary  recovery  operations,  does  it  ? 

Mr.  Hardey.  No. 

Captain  Franchot.  The  interesting  thing  about  secondary  recovery 
is  that  before  the  discovery  of  the  possibilities  of  secondary  recovery 
in  the  old  Bradford  Field,  many  properties  were  sold  to  employees 
and  men  who  had  been  only  roustabouts  or  pumpers  took  over  those 
valuable  properties.  Then,  when  secondary  recovery  came  along,  all 
these  men  became  wealthy.  I  can  remember  my  father's  selling  a 
piece  of  property  in  1913  or  1914,  and  5  years  later  the  men  who  had 
just  been  field  men  and  had  acquired  that  property — one  of  them  was 
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an  ex-driller  who  had  become  too  old  to  drill — ^became  very  wealthy 
because  of  the  secondary  recovery  process  that  came  in. 

Mr.  Fell.  It  might  be  interesting,  too,  Mr.  Chairman,  to  know  that 
a  lot  of  the  water-flood  operators  have  now  gone  into  Kansas.  In 
eastern  Kansas  they  are  now  developing  water-flood  operations  in 
old,  settled  fields  in  which  production  had  declined  to  a  very  nominal 
amount.  They  have  increased  the  recovery  there  very  greatly.  There 
have  been  a  great  many  of  those  operations,  have  there  not,  Mr. 
Andrus  ? 

Mr.  Andrus.  That  is  right. 

Mr.  Fell.  Most  of  them  operating  there  came  from  Oklahoma,  but 
a  good  many  came  from  Pennsylvania. 

The  Chairman.  I  gather  that  Mr.  Andrus  will  endeavor  to  develop 
this  subject. 

Mr.  Brown  (resuming)  :  Many  contributions  of  ideas,  effort,  and 
money  have  been  made  by  independents  in  furtherance  of  conserva- 
tion. Research  work  has  been  financed  and  the  result  made  available 
to  the  whole  industry.  The  program  now  under  way  in  eastern  fields, 
where  technical  institutions  are  supported  financially  in  their  work 
on  fundamental  problems  affecting  the  recovery  of  petroleum  from 
natural  reservoirs,  is  one  evidence  of  the  creative  interest  oil  producers 
have  always  taken  in  a  subject  that  is  in  its  essence  the  highest  type 
of  conservation;  the  greatest  possible  extraction,  at  the  lowest  pos- 
sible cost,  of  petroleum  so  as  to  make  it  available  when  and  where 
needed. 

It  is  a  matter  of  pride  with  independent  producers  that  they  have 
sponsored  and  encouraged  the  enactment  of  State  laws  to  prevent 
waste  of  oil  and  gas.  Such  attitude  ]jas  at  times  been  opposed  to  their 
own  immediate  financial  interests.  Systematic,  orderly  withdrawal 
of  oil  from  a  reservoir,  such  as  has  prevailed  in  recent  years  in  most 
of  the  States,  lengthened  the  "pay  out"  time  on  a  new  well.  It  added 
to  the  financial  burden  of  such  well,  but  the  operator  realizing  that 
he  might  expect  to  gain  in  the  long  run  through  the  greater  number 
of  barrels  of  oil  that  would  be  produced  ultimately,  was  willing  to 
prolong  the  period  of  recovery  of  investment. 

I  would  not  like  to  leave  the  impression  that  I  am  unaware  of  the 
many  contributions  which  executives,  engineers,  and  other  technical 
men  of  the  large  oil  companies  have  been  making  to  the  common 
knowledge  of  how  best  to  operate  oil  and  gas  fields.  Generally  they 
have  made  large  expenditures  on  their  technical  departments  and 
have  maintained  large  staffs.  Any  new  information  thus  obtained 
which  would  be  of  general  benefit  has  been  freely  shared  by  them, 
just  as  the  smaller  operators  in  their  pioneer  work  have  made  known 
their  results.  The  producing  industry  has  been  singularly  free  of 
restrictions  created  by  patents.  Generally,  it  has  been  only  mechani- 
cal and  apparatus  patents  which  have  been  applied  for  by  those  who 
brought  forth  something  new  or  improved.  The  traditional  willing- 
ness of  oil  producers,  large  and  small,  to  share  new  information  on 
producing  practices  has  enabled  all  parts  of  the  oil-producing  coun- 
try to  achieve  greater  efficiency.  Some  new  method  evolved  in  West 
Virginia  may  have  its  application  in  California,  or  the  reverse ;  with- 
in the  limits  of  their  income,  producers  are  ever  applying  the  best 
methods  they  can  find. 
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•  It  is  in  the  field  of  discovery  of  new  reserves  that  the  independent 
producer  has  been  best  known.  This  function  continues  to  be  all- 
important.  Discoveries  must  continue  if  the  domestic  oil  industry 
is  to  remain  important  in  the  national  economy  and  national  security. 
Our  conservation  program  itself  has  made  it  necessary  to  maintain 
larger  reserves  than  formerly,  hence,  as  needs  increase,  greater  back- 
logs of  reserves  must  be  on  hand. 

The  independents  have  always  led  in  number  of  wells  drilled  and 
in  number  of  wildcats  drilled.  They  have  led  in  number  of  new  pools 
found.  This  might  seem  to  be  a  natural  condition,  in  view  of  the 
numbers  of  operators  involved.  Whatever  reasoning  may  be  indulged 
in,  it  is  the  fact  that  the  independents  have  ever  been  the  pioneers  of 
the  industry  in  finding  the  new  fields.  How  thoroughly  that  is  true 
was  shown  recently  (July  30)  by  the  Oil  Weekly,  of  Houston,  Tex., 
in  a  tabulation  of  the  activities  of  32  larger  companies,  compared  to 
the  "rest  of  industry." 

The  report  showed  that  the  32  large  companies  in  the  first  6  months 
of  1945  drilled  31.9  percent  of  all  wells  -completed.  They  drilled  29.5 
percent  of  all  the  wildcats  in  that  period.  They  completed  38.2  per- 
cent of  all  the  successful,  or  productive,  wildcats. 

Thus,  the  independents — the  "rest  of  industry" — completed  68.1 
percent  of  all  wells  drilled,  but  in  exploratory  effort  they  went  higher, 
drilling  70.5  percent.  They  completed  61.8  percent  of  the  productive 
wildcat  or  exploratory  wells  and  in  this  respect  a  decline  is  shown  for 
some  compilations  made  for  earlier  years,  these  revealing  that  in- 
dependents normally  completed  from  70  to  76  percent  of  the  success- 
ful wildcat  wells.  The  drop  in  this  respect  may  have  several  expla- 
nations, or  an  explanation  which  is  a  combination  of  several  reasons. 
The  price  of  oil  certainly  is  one  of  them.  Another  is  the  withdrawal 
from  the  industry  of  a  number  of  independents  who  were  formerly? 
active  as  wildcatters  but  who  sold  their  properties  to  the  largei 
companies. 

The  Chairman.  Do  you  know  how  the  figures  for  1945,  as  reported 
by  the  Oil  Weekly,  compare  with  conditions  in  previous  years  ? 

Mr.  Brow^n.  I  think  I  suggested  there  that  they  show  a  drop  from 
70  percent — 76  percent — to  61  percent. 

The  Chairman.  Yes. 

Mr.  Brown.  I  have  seen  several  estimates,  and  that  is  about  as 
nearly  accurate,  I  believe,  as  any  expression  I  have  seen.  By  that  I 
mean  that  it  about  as  closely  conforms  to  my  general  thinking  on  it 
as  any  other  estimate. 

The  Chairman.  That  means  by  and  large  the  proportion  of  wells 
drilled  by  the  independents  is  declining  ? 

Mr.  Brown.  That  is  right ;  I  think  that  is  true. 

The  Chairman.  Of  course  that  would  be  true  if,  as  Mr.  Hardey 
testified  this  morning,  the  number  of  independents  who  are  operating 
is  gradually  decreasing,  also. 

Mr.  Brown.  That  has  been  true.  From  1939  to  the  last  figures 
that  we  have  on  that,  which  is  through  1943,  we  lost  about  32  percent. 
That  is  a  net  loss  of  the  corporations,  to  say  nothing  about  the  indi- 
viduals. And  I  think  the  individuals  would  run  along  pretty  much 
the  same  percentage.  The  Department  of  Commerce  put  out  figures 
for  1944,  which  is  later  than  that,  of  companies, going  out  of  business 
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in  the  mining  industry,  and  they  tell  me  that  the  larger  percentage  of 
that  is  oil-producing  companies.  They  showed  a  loss  of  about  500 
companies  in  the  last  quarter  of  1944.  So  the  trend  apparently  is 
continuing  on  down.     [Resuming :] 

The  downward  trend  of  successful  wildcatting  conducted  by  inde- 
pendents would  indicate  that  their  superior  numbers  do  not  neces- 
sarily mean  that  they  will  continue  to  exert  the  effort  they  have 
throughout  the  history  of  the  industry.  Could  this  function — explo- 
ration— be  assumed  by  the  large  companies  as  fully  as  would  be 
necessary  to  make  the  discoveries  the  Nation  needs?  By  way  of 
comment  on  that,  I  would  like  to  quote  from  a  statement  made  by  a 
member  of  your  committee  to  the  House  Subcommittee  on  Petroleum, 
in  1940.    This  member,  then  an  independent  oil  producer,  said : 

The  reason  why  they  (the  independents)  lead  in  discovery  is  quite  simple. 
They  lack  the  inhibitions  that  surround  the  large  companies.  .Put  any  man  in 
charge  of  the  affairs  of  a  large  corporation,  and  if  he  is  worthy  of  the  trust 
imposed  upon  him  by  the  stockholders,  he  becomes  conservative  and  cautious. 
He  takes  as  few  chances  as  possible.  He  is  such  a  man  as  you  would  want  to 
manage  youi;  own  investment. 

The  independent  is  not  so  bound.  He  may  have  a  few  stockholders,  but 
they  have  invested  with  a  full  understanding  that  there  are  risks  in  the  partner- 
ship. He  has  no  stocks  listed  on  the  exchange  and  no  bonds.  He  is  free  to  go 
ahead  and  finance  in  any  legal  way  he  can,  any  venture  he  decides  to  engage  in. 
He  uses  the  scientific  aid  that  is  available,  but  he  may  proceed  in  disregard  of 
the  scientific  findings,  and  many  a  valuable  addition  has  been  made  to  the  oil 
reserves  of  the  Nation  because  some  independent  drilled  on  the  basis  of  a 
"hunch"     *     *     * 

Is  it  any  wonder  that  a  man  who  is  capable  of  saying  that  back 
in  1940  would  later  be  elevated  to  the  United  States  Senate? 

The  Chairman.  Let  us  have  a  little  identification  here,  Mr.  Brown. 
I  take  it  you  are  referring  to  Senator  Moore. 

Mr.  Brown.  I  am  referring  to  Senator  Moore,  to  a  very  splendid 
statement  that  he  made. 

The  Chairman.  You  desire  the  committee  to  understand  that  you 
agree  with  his  statement? 

Mr,  Brown.  I  agree  with  his  statement,  and  have  a  great  deal  of 
respect  for  his  experience.  The  great  East  Texas  oil  field  was  found 
from  such  fumbling  around  as  is  described.  It  was  a  good  job,  though. 
(Resuming:) 

I  believe  that  the  foregoing  quotation  expresses  very  well  the  reason 
that  an  independent  is  more  venturesome  than  is  the  large  company. 
It  is  a  difficult  thing  to  face  the  stockholders  and  try  to  explain  large 
dry-hole  losses.  Someone  is  certain  to  be  resentful  and  scold  the  offi- 
cial who  was  responsible. 

To  the  quotation  given  I  would  add  that  there  is  another  attribute 
which  the  smaller  man  in  the  producing  industry  must  have.  That 
is  resourcefulness.  He  lacks  the  advantage  of  a  large-acreage  position. 
He  cannot  maintain  under  lease  many  "plays"  or  "spreads"  at  any 
one  time,  as  the  rentals  and  other  expenses  would  be  a  greater  burden 
than  he  could  carry.  In  borrowing  money  he  is  limited  to  his  reserves 
of  oil  and  gas  in  the  ground  and  physical  equipment  above  ground, 
generally,  the  difference  between  the  estimated  future  price  of  such 
underground  reserves  and  the  cost  of  producing  them.  His  wildcat 
prospects  are  never  negotiable  risks  in  the  ordinary  channels  of  financ- 
ing.   His  resourcefulness  comes  into  play  outside  such  channels.    He 
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may  raise  the  money  to  drill  a  wildcat  well  by  selling  acreage  in  his 
block,  by  inducing  other  operators,  including  large  companies,  to 
share  the  risk  of  the  venture  by  contribution  of  "dry-hole  money"  or 
"bottom-hole  money,"  thus  giving  them  a  test  of  their  acreage  located 
on  the  same  structure,  or  he  may  develop  a  unitized  operation  of  the 
entire  block,  beginning  with  the  initial  test  well.  The  combinations 
used  in  financing  exploratory  drilling  are  many  and  varied  and  they 
are  reduced  to.no  set  formula  but  take  such  form  as  the  particular 
conditions  require.  Out  of  such  exertion  of  resourcefulness  comes 
discoveries  of  new  reserves,  also  the  dry-hole  failures  which  far  out- 
number the  successful  ventures. 

Despite  the  advances  in  scientific  aids  to  exploration,  the  fact  is 
that  the  final  answer  is  still  the  drilling  bit.  Scientific  criteria  for 
recognition  of  structure  which  should  be  oil  bearing  are  becoming 
more  exact,  but  an  expensive  hole  must  always  be  drilled  to  test  the 
worth  of  the  technical  findings.  The  percentage  of  failures  is  still 
very  high — depressingly  so  to  one  not  inured  through  experience. 

What  then  will  keep  the  independent  producer  going?  What  is 
needed  to  insure  a  continuance  of  the  effort  which  "paid  off"  during 
the  Nation's  most  severe  test? 

Principally,  there  is  needed  more  general  recognition  of  the  natural 
hazards  of  exploration  for  oil  and  gas.  When  the  focus  of  attention 
has  been  moved  from  the  occasional  "killing"  made  by  an  oil  producer 
to  the  great  majority  of  good  producers  whose  returns,  year  in  and 
year  out,  are  modest,  that  recognition  and  better  understanding  will 
come  and  the  consideration  due  this  industry  will  be  accorded.  The 
independent  producer  seeks  no  unusual  advantages.  He  does  want 
an  even  break  in  matters  of  taxation,  compensatory  price  for  his  oil, 
and  freedom  from  restrictions  which  retard  his  effort. 

In  respect  to  the  latter,  it  should  be  remembered  that  the  burden 
of  compliance  with  regulations  usually  falls  on  the  one  man  who  is 
at  the  head  of  an  independent  producing  business.  Large  companies 
are  equipped  to  distribute  the  burden.  They  have  their  tax,  trans- 
portation, legal,  personnel  and  employment  and  other  departments, 
and  while  they  may  not  like  regulation  any  better  than  does  the 
smallest  operator,  the  physical  task  of  complying  with  regulation  is 
made  easier  through  departmentalization.  The  small  or  the  medium- 
sized  producer  must  supervise  and  frequently  perform  these  func- 
tions himself  and  this  at  the  expense  of  more  important  things. 

There  is  much  work  to  be  done  in  the  unexplored  areas  of  the 
United  States  where  geological  reasons  for  the  formation  and  accu- 
mulation of  oil  and  gas  are  not  adverse  are  highly  impressive.  It 
would  be  lack  of  incentive  and  not  of  prospects  that  would  bring 
realization  of  the  predictions  of  scarcity  of  oil  in  our  States. 

I  have  attempted  to  give  something  of  the  history  and  the  character 
of  the  independent  producer  of  petroleum  and  natural  gas,  subject 
to  the  limitations  on  the  time  that  I  might  claim. 

The  Chairman.  You  do  not  intend  to  go  into  the  possibilities  of 
the  unexplored  areas  in  this  presentation  ? 

Mr.  Brown.  *!  have  not  explored  it.  Probably  some  of  the  papers 
will  go  into  that  a  little  more  fully  than  I  will.  But  I  will  be  glad  to 
supplement  my  paper,  in  the  event  they  do  not,  with  a  rather  com- 
prehensive study  that  has  been  made  by  the  petroleum  geologists  on 
that  very  subject. 
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The  Chairman.  Our  hearing  on  new  sources  of  petroleum  in  the 
United  States  is  now.  I  think,  on  the  press  at  the  Government 
Printing  Office. 

Mr,  Brown.  That  is  what  I  was  thinking. 

The  Chairman.  I  put  a  notice  in  the  Congressional  Eecord  that  it 
would  be  available  for  purchase  at  the  Office  of  the  Superintendent 
of  Documents  for  75  cents  a  volume.  It  contains,  as  you  know,  the 
latest  information  on  possible  sources  of  oil  in  the  United  States. 

Mr.  Brown.  Yes.  I  thought  that  was  very  complete,  and  I  was 
impressed  with  Mr.  Cheney's  presentation  on  that.  He  is  now  the 
president  of  the  American  Association  of  Petroleum  Geologists.  I 
was  also  impressed  with  Mr.  Pew's  expression,  and  that  of  others. 

The  Chairman.  It  has  occurred  to  me  that,  sometime  during  the 
hearing,  someone  might  want  to  develop  the  effect  upon  the  industry 
of  the  character  of  activity  required  in  the  search  for  new  deposits. 

]Mr.  Brown.  I  think  we  have  that  developed  in  one  of  the  papers. 
It  is  extremely  important,  because  it  is  shrinking  as  times  goes  on; 
and  I  hope  we  will  develop  that  to  your  satisfaction.     (Eesuming :) 

There  is  another  chapter  in  this  story — this  attempt  to  compress 
certain  phases  of  86  years  into  an  hour's  time.  That  chapter  is  the 
development  of  laws  on  exploration,  development,  and  production — 
that  which  we  refer  to  generally  as  conservation  laws. 

These  laws  have  been  the  natural  outgrowth  of  the  experience^  of 
the  producer.  He  began  with  nothing  to  guide  him.  He  was  dealing 
with  substances  the  nature  of  which  was  unknown  to  him.  No  tech- 
nical guidance  was  available.  He  knew  nothing  at  the  outset  of 
many  possible  uses  for  petroleum  besides  that  of  illumination  and 
lubrication. 

The  first  legislation  in  the  few  early-day  oil-producing  States  was 
designed  to  abate  common  nuisances,  such  as  the  pollution  of  fresh- 
water-bearing sands  and  the  drowning  of  oil  sands  with  water  from 
upper  sands  found  in  the  well.  Kequirements  for  properly  casing 
wells  and  for  plugging  them  when  abandoned  were  written  into  the 
earliest  statutes  dealing  with  development. 

In  the  beginning,  there  seemed  to  be  no  reason  to  expect  that  laws 
would  be  needed  other  than  those  which  applied  to  other  industries. 
Experience  brought  realization  of  the  need,  first,  of  laws  to  prevent 
pollution  of  oil  and  gas  and  water-bearing  formations.  Not  long 
after  this,  other  legislative  needs  arose  as  additional  problems  became 
apparent.  In  areas  where  oil  and  gas  discoveries  were  made,  operators 
soon  became  aware  of  the  fact  that  surface  property  lines  did  not 
effect  subsurface  property  reactions.  As  an  early  Pennsylvania  oper- 
ator retorted,  when  told  that  the  tiny  strip  of  ground  he  had  leased 
was  too  narrow  for  a  pro]Der  well  location.  ''I  Imow  it  isn't  very  wide 
on  top,  but  it  gets  wider  as  it  goes  down."  The  operator  of  a  property 
obtained  the  amount  of  oil  and  gas  that  he  could  produce  through 
his  wells,  whether  that  amount  was  originally  beneath  his  property 
or  not.  Often  one  operator  would  drain  the  lease  of  another.  Oil 
and  gas  are  migratory  within  a  given  pool.  Thus,  conmiunity  dis- 
putes arose  which  began  getting  into  the  courts.  Valuing  resultsby 
way  of  adjustment  were  reached  until  finally  one  court,  searching 
for  an  applicable  precedent,  seized  upon  the  rule  governing  the  taking 
of  wild  animals.  Oil  and  gas  was  "ferae  naturae,"  and  belonged  to 
the  one  who  could  seize  and  hold  them — ^the  rule  of  capture.    Under 
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this  rule,  the  operator  then  began  to  drill  as  near  his  property  line  as 
he  could,  and  by  way  of  protecting  himself  the  owner  of  the  abutting 
property  moved  to  the  edge  of  his  lease  and  directly  opposite  the 
neighbor's  well.  In  effect,  they  made  a  partial  trade  of  oil  and  gas  and 
the  net  result  was  to  create  confusion  and  waste  through  the  race  to 
reach  the  sand. 

The  condition  that  prevailed  was  abhorrent  to  all,  but  for  a  time 
there  was  seemingly  no  escape.  It  was  illustrated  by  an  occurrence 
in  one  of  the  new  fields  in  southeastern  Ohio — if  you  do  not  mind 
another  story.  A  producing  company  received  a  telegram  from  its 
superintendent  who  was  in  the  field.  He  wired :  "Nos.  3  and  4  are  in. 
No.  3  flowing  500  barrels.  No.  4  little  better.  Both  flowing  on  the 
ground.     Rush  timbers  for  No.  5." 

Line  fights  continued  for  some  time  in  the  earlier  development. 
Courts  recognized  the  principle  of  offsetting  producing  wells,  and 
penalties  for  failure  to  protect  the  landowner  against  loss  through 
drainage  were  assessed;  sometimes  leases  were  forfeited.  The  offset 
requirement  first  recognized  bj^  the  courts  as  implied  covenants  later 
became  a  part  of  the  lease  contract  and  remains  there  to  this  day. 
Operators,  however,  sought  a  more  rational  way  of  developing  their 
properties.  Local  industry  committees  gave  thought  to  the  subject, 
working  agreements  were  formed,  and  the  custom  arose  of  respecting 
each  other's  property  lines  by  drilling  no  nearer  than  some  agreed 
minimum  distance.  Orderly  patterns  of  development  thus  arose — a 
well  to  each  5  acres,  or  10  acres — uniformly  located.  Haste  and  its 
attendant  waste  were  thus  reduced.  In  time,  recognition  of  well  spac- 
ing was  given  by  State  legislatures  in  protection  of  industry  custom ; 
generally,  such  legislation  has  been  written  to  give  authority  to  State 
oil  and  gas  regulatory  bodies  to  make  rules  on  well  spacing.  No  arbi- 
trary spacing  is  suitable  to  all  fields,  hence  the  States  have  wisely 
refrained  from  writing  such  abitraries  into  law. 

I  am  not  attempting  to  develop  these  points  chronologically;  in- 
deed, that  cannot  be  done.  It  is  difficult  to  establish  the  time  that 
some  fundamental  truth  first  crossed  the  mind  of  an  oil  producer 
and  it  is  just  as  difficult,  in  many  instances,  to  learn  who  first  thought 
of  a  given  truth. 

Mr.  Fraser.  Of  course,  that  is  true  not  only  of  oil  producers. 

Mr.  Brown.  I  think  that  is  quite  true.  Philosophies  sometimes 
develop  quite  apart. 

The  Chairman.  Yes ;  I  am  quite  sure  you  would  not  want  to  have 
it  appear  that  you  thought  that  oil  producers  were  slower  to  learn 
than  others. 

Mr.  Brown.  No.  Probably  the  same  philosophy  developed  in  other 
sections  in  other  industries,  too. 

There  have  been  instances  where  someone  in  the  oil  and  gas  in- 
dustries hit  upon  an  important  method  and  obtained  a  patent,  only 
to  learn,  perhaps  years  later,  that  someone  had  preceded  him  in  a 
local  and  unpublicized  application  of  the  same  method.  So,  assign- 
ment of  credit  is  a  thing  that  one  avoids  unless  he  has  abundant 
proof.  We  do  not  know  who  first  began  to  think  of  natural  reservoir 
energy  and  its  relation  to  the  ultimate  recovery  of  oil  from  a  pool, 
or  who  first  decided  that  unrestricted  flow  of  a  well  in  its  early  stages 
exhausted  energy  rapidly  and  reduced  the  final  amount  o,f  oil  to  be 
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recovered.  Someone  did,  and  in  time  the  idea  spread  and  was  trans- 
lated into  practice. 

Oil  in  its  original  state  has  been  provided  with  two  principal  means 
of  propulsion  through  the  sand.  One  is  the  gas,  in  solution  in  the 
oil  or  in  a  free  state — ^sometimes  in  both  forms  in  a  given  field;  in- 
variably, there  is  some  gas  in  solution  in  every  field  and  this  gas 
comes  out  of  solution  with  release  of  pressure  through  penetration  of 
the  sand  by  drilling.  The  other  form  of  energy  is  hydrostatic  pres- 
sure. In  either  instance,  too  rapid  release  of  pressure  reduces  unduly 
the  motive  force  which  moves  the  oil  through  the  sandstone  or  lime- 
stone bed  which  is  its  natural  container.  The  well  of  large  production 
in  its  initial  stage  soon  becomes  a  pumper  and  prematurely  a  stripper 
under  conditions  of  open  flow.  Properly  handled,  the  native  force  is 
the  primary  energy  for  a  long  time ;  improperly  handled,  much  of  the 
oil  content  is  left  behind  to  be  recovered  in  small  amounts  per  well 
each  day,  if  at  all,  or  in  larger  amounts  through  expensive  secondary 
recovery  methods.  Today's  trend  in  producing  practice  is  to  minimize 
the  necessity  of  repressuring  in  an  oil  pool  with  water  or  gas  or  com- 
pressed air  by  operating  the  new  fields  in  such  manner  as  to  use 
the  natural  energy  effectively. 

Acceptance  of  the  knowledge  concerning  the  function  of  reservoir 
energy  came  more  slowly  in  the  industry  than  did  the  reform  in 
drilling  practices  and  the  correction  of  well  spacing.  There  are  still 
bad  practices  in  development — the  town-lot  drilling  evil  has  not  been 
entirely  abated.  Some  critics  are  given  to  the  use  of  these  occasional 
town-lot  orgies  as  representative  of  the  industry,  forgetting  that  for 
every  such  field  dozens  are  developed  quietly,  sanely  and  without 
waste.  Even  the  town-lot  overdrilling  is  disappearing;  cities  and 
towns  are  now  likely  to  require  that  town  lots  be  communitized  by  the 
owners  to  form  a  reasonable  drilling  block  when  an  oil  or  gas  field  is 
found  to  extend  to  the  town-site  acreage.  The  oil  industry  itself 
lends  support  to  the  enactment  of  ordinances  on  this  question. 

It  was  just  about  a  quarter  century  ago  that  the  industry  began  to 
accept,  fairly  widely,  the  theories  concerning  function  and  use  of 
reservoir  energy.  A  new  type  of  technical  man  made  his  appearance 
in  the  industry  in  response  to  such  acceptance.  He  was  christened 
production  engineer,  petroleum  production  engineer,  and  finally,  as 
he  came  to  be  known,  petroleum  engineer — the  latter,  I  think,  is  now 
generally  accepted  to  mean  one  who  devotes  his  time  to  oil  and  gas 
development  and  producing.  Much  of  the  work  of  the  petroleum 
engineer  has  been  to  study  field  results  and  to  think  and  plan  in  terms 
of  getting  the  most  oil  out  of  the  reservoirs.  This  naturally  includes, 
as  a  major  phase,  the  better  utilization  of  the  energy  native  to  the 
oil  reservoir. 

There  were  certain  barriers  to  the  reform  of  producing  practices — 
the  abandonment  of  the  old  "gusher"  days.  One  was  the  attitude  of 
land  and  royalty  owners.  I  do  not  imply  that  all  the  blame  was 
theirs,  or  even  a  major  part  of  it;  custom  is  hard  to  change  and  new 
theory  gains  adherents  slowly.  The  ending  of  "line  fights"  in  drilling 
was  simpler,  for  there  it  was  an  above-ground  condition  that  could 
be  seen  and  appraised  in  terms  of  dollars.  Reservoir  pressure  and 
energy  were  underground,  and  at  the  outset  no  instruments  existed  for 
their  measurement.     But  land  and  royalty  owners  did  come  around 
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more  slowly  than  did  producers  to  the  thought  that  it  was  better 
to  get  more  oil  from  thei  pool  even  though  more  time  was  required. 
Many  preferred  a  thousand  dollars  quickly  to  five  times  that  much  at  a 
more  leisurely  rate.  That  attitude  is  not  ended  yet.  It  is  yielding  to 
education  in  this  matter. 

Over  a  period  of  some  years  small,  localized  applications  of  the 
theory  of  restricting  flow  of  wells  so  as  to  make  better  use  of  natural 
energy  had  been  conducted.  Usually,  they  were  in  new  fields  under 
either  single  ownership  or  where  but  two  or  three  operators  were  in 
full  possession  of  the  pool.  Agreement  on  operating  practice  became 
progressively  difficult  as  the  number  of  operators  in  a  single  pool  in- 
creased.   It  was  easier  for  2  to  decide  on  a  course  than  for  50  or  100. 

Then  something  happened  which  amounted  to  a  big-scale  field  ex- 
periment. The  Seminole,  Okla.,  field  was  discovered  in  late  1926. 
This  pool,  a  large  one  itself,  paced  the  discovery  of  others  in  what  is 
Imown  as  the  General  Seminole  district.  In  rapid  succession,  the 
Searight,  Earlsboro,  Bowlegs,  and  Little  Kiver  pools  were  discovered. 
Lease  ownership  was  widely  diffused,  hence  everybody  rushed  mate- 
rials in  to  drill  in  compliance  with  lease  contracts.  The  production 
potential  mounted  far  beyond  pipe-line  outlets.  It  was  necessary 
to  restrict  flow  in  conformity  with  plans  worked  out  by  committees 
organized  by  the  operators.  There  was  an  old  but  little-used  statute 
in  Oklahoma  which  provided  for  ratable  takings  of  oil  by  pipe  lines 
serving  a  common  source  of  supply — a  pool.  It  had  imperfections, 
later  corrected  in  the  light  of  experience,  but  it  served  to  shore  up 
the  efforts  of  the  operators.  A  field  umpire  was  appointed  and  given 
authority  by  the  Oklahoma  Corporation  Commission  to  act  for  that 
commission.  The  umpire  who  was  appointed  was  an  independent 
producer  who  owned  no  property  in  the  Seminole  field.  Many  of  the 
members  of  the  advisory  committee  were  independents. 

Proration,  or  ratable  taking,  had  been  used  for  brief  periods  pre- 
viously to  meet  conditions  of  production  in  excess  of  physical  facili- 
ties to  carry  the  oil  away.  Seminole,  however,  was  the  first  large 
application  of  proration  over  a  long  period. 

Looked  upon  as  a  necessity  to  avoid  the  storage  of  multiple  mil- 
lions of  barrels  of  oil — a  program  which  the  industry  had  learned 
entailed  great  waste — it  began  to  dawn  upon  the  operators  in  a  few 
months  that  proration  was  also  a  conservation  measure  of  great  im- 
portance. Wells  flowed  long  beyond  the  time  when  under  wide-open 
flow  they  would  have  "died"  and  been  put  to  pumping.  Close  ob- 
servers began  to  note  that  recovery  of  oil  from  the  fields  promised 
to  run  much  higher  than  the  norrnal  for  fields  of  comparable  sand 
conditions. 

In  short,  the  necessity  of  proration  wrought  a  revolution  within 
the  producing  industry.  The  same  necessity  arose  in  many  other 
places  and  in  other  States  soon  after  Seminole.  Favorable  crude- 
oil  prices  immediately  following  the  first  World  War  set  in  motion 
a  wave  of  wildcatting  whose  effects  lingered  long  after  resultant  dis- 
coveries plus  greater  imports  had  brought  lower  price  levels,  Texas, 
Kansas,  Arkansas,  Louisiana,  California,  New  Mexico,  and  other 
States  in  lesser  degree  were  blessed  with  new  discoveries.  Wliile  some 
of  these  States  did  not  have  ratable  taking  laws,  the  ratable  taking 
principle  was  applied  to  the  new  fields  as  they  came  along,  and  since 
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the  Seminole  discovery  the  old  unrestricted-flow  principle,  with  few 
exceptions,  has  been  discarded.  The  value  of  conserving  energy 
through  restriction  of  flow  has  been  recognized  for  so  long  that  the 
average  producer  today  would  nearly  as  soon  set  fire  to  his  well  as  to 
flow  it  "wide  open"  when  it  is  new. 

It  is  conservation  of  resources  to  use  energy  wisely.  Long  ago 
certain  colleges  and  universities  with  funds  to  invest  began  to  buy 
producing  oil  royalties  but  restricted  purchases  to  fields  under  prora- 
tion or,  as  they  viewed  it,  conservation  practices. 

Perhaps  the  most  conspicuous  example  of  the  value  of  using  natural 
energy  eft'ectively  is  the  East  Texas  field;  it  is  conspicuous  because 
it  is  the  largest  in  the  United  States.  The  gas  factor  in  the  field  is  not 
large.  It  is  a  water-drive  field.  After  much  trial  and  error  oper- 
ating practices  were  stabilized,  and  as  a  result  the  majority  of  the 
wells  in  the  field  still  flow  naturally.  The  field  is  over  15  years  old. 
Production  has  been  limited  to  that  amount  that  would  make  use  of 
the  natural  energy.  The  expectancy  of  final  production  is  at  least 
double  the  early  estimates  which  were  based  on  the  recovery  under 
large  daily  flow  per  well.  Not  only  is  the  energy  being  conserved 
through  restriction  of  flow ;  it  is  being  restored  every  day  by  putting 
back  into  the  producing  sand  the  considerable  volume  of  salt  water 
that  is  produced  with  the  oil  in  certain  parts  of  the  huge  field. 

I  have  dwelt  at  this  length  on  the  energy  factor  in  oil  production 
because  it  is  so  integral  a  part  of  the  State  legislation  in  recent  years. 
Conservation  has  been  a  natural  development.  Experience  has  been 
the  teacher.  State  after  State  has  enacted  new  laws  or  revised  older 
ones  to  reflect  the  wisdom  that  the  industry  has  acquired.  We  are 
frequently  impressed  with  the  volume  of  testimony  that  is  taken  by 
congressional  committees.  Being  national  in  character,  it  is  usually 
news.  Less  attention  is  given  to  the  testimony  that  has  been  heard 
by  State  legislative  committees  and  State  regulatory  bodies  on  every 
conceivable  phase  of  oil  and  gas  field  development  and  operation, 
all  in  furtherance  of  conservation  of  these  resources.  How  to  drill 
and  complete  wells,  how  to  case  them,  how  to  produce  them  so  as  to 
utilize  energy  in  the  formations — these  and  many  other  phases  of 
modern  operation  have  been  discussed,  argued,  and  debated.  The 
records  of  the  almost  incalculable  number  of  hearings  that  have 
been  held  exist  in  the  State  capitals  where  oil  and  gas  are  produced — 
and  in  the  courts,  too,  for  there  has  been  much  litigation.  Conserva- 
tion in  the  oil  and  gas  industries  was  never  static  nor  was  it  thrust 
upon  the  industries  as  an  ukase  from  high  authority.  It  grew 
and  developed  and  it  is  still  growing  and  developing  as  the  results  from 
field  and  laboratory  experiments  become  known. 

While  crude  petroleum  differs  greatly  in  character  in  the  various 
fields  and  States,  in  general  there  are  some  of  the  important  qualities 
present  in  varying  amounts  in  all  crudes.  By  nature  and  by  practice 
they  reach  a  common  industrial  stream.  The  market  for  one  type  of 
crude  petroleum  is  affected  by  the  market  for  others.  Wasteful  pro- 
duction in  one  State  not  only  affects  the  consumer  of  petroleum  prod- 
ucts throughout  the  Nation  but  is  of  direct  concern  to  the  individual 
producer  and  to  the  States  in  which  oil  is  produced. 

To  insure  a  better  understanding  of  the  development  of  conserva- 
tion laws  and  to  coordinate  this  information  so  as  to  obtain  the  greatest 
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good  becomes  the  urge  and  desire  of  all  producers,  the  governments  of 
the  oil-producing  States,  and,  finally,  the  consuming  public.  Because 
oil  is  not  produced  in  a  majority  of  the  States,  first  responsibility  for 
conservation  rests  with  the  producing  States.  To  coordinate  their 
efforts  and  their  knowledge,  these  States  have  availed  themselves  of 
a  wise  Federal  constitutional  provision  and  have  formed,  with  the 
consent  of  Congress,  the  Interstate  Oil  Compact. 

In  support  and  aid  of  the  States'  conservation  programs,  and  the 
enforcement  of  their  laws  and  regulations.  Congress  passed  the  so- 
called  hot  oil  or  Connally  law,  prohibiting  the  use  of  interstate  com- 
merce transportation  for  oil  produced  in  violation  of  State  laws  and 
regulations.  Effective  use  of  this  law  was  made  at  a  critical  time  in 
the  recent  past. 

More  than  one  factor  is  taken  into  account  by  the  States  in  determin- 
ing the  proper  rate  of  production  from  their  fields.  Engineering  de- 
terminations of  several  kinds  are  important  bases  for  the  orders  that 
are  written,  and  market  demand  is  another.  Production  substantially 
above  market  demand  induces  waste.  This  thought  has  been  applied 
in  recent  years  to  agriculture ;  we  depart  from  the  parallel  when  we 
consider  that  in  agriculture  it  is  economic  waste  prevention  that  is 
sought  in  attempting  to  regulate  production  to  market  demand,  while 
in  oil  and  £:as  it  is  physical  waste  also  that  we  seek  to  avoid. 

Mr.  Fbaser.  You  speak  of  conservation  laws.  How  about  the  en- 
forcement of  those  conservation  laws  ?  Do  you  consider  it  satisfactory 
throughout  the  country  ? 

Mr.  Brown.  No  more  than  any  other  law.  I  do  think  it  is  very, 
very  helpful.  There  are  bound  to  be  infractions  of  it.  There  are 
many  places  where  it  is  not  enforced  as  I  would  want  it  enforced,  but 
it  is  often  enforced  as  those  that  are  closer  to  it  might  think  was 
proper.  I  think  generally  the  conservation  laws  are  fairly  well  sub- 
scribed to.  In  some  places  we  do  not  have  enough  laws,  probably, 
and  they  are  not  effective. 

The  Chairman.  This  has  been  a  very  interesting  discussion  of  the 
conservation  problem,  Mr.  Brown.  I  was  particularly  impressed  by 
the  statement  with  which  you  began  and  to  which  you  returned  to- 
ward the  end,  namely,  that  conservation  laws  have  not  been  imposed 
upon  the  industry  but  are  the  natural  outgrowth  of  the  experience 
of  the  industry  itself.    I  understood  you  correctly,  did  I  not  ? 

Mr.  Brown.  That  is  right. 

The  Chairman.  In  other  words,  the  conservation  laws  we  now  have, 
you  regard  to  be  laws  which  experience  in  the  industry  indicates  are 
wise  and  in  the  public  interest  as  well  as  in '  the  interest  of  the 
producer  ? 

Mr.  Brown.  Certainly,  that  is  generally  true,  yes. 

The  Chairman.  Do  you  think  that  conservation  laws  will  require 
any  improvement  ?    Are  there  further  steps  to  come  ? 

Mr.  Brown.  I  think  there  is  constant  changing  in  that,  as  we  learn 
a  little  more.  Naturally,  legislation  lags  behind  information.  That 
grows  out  of  experience.  It  takes  a  while  to  get  general  appreciation 
of  some  newly  discovered  theory.  So,  as  it  takes  a  little  while  for 
that  effect,  it  is  always  lagging  a  little  behind. 

The  Chairman.  How  far  behind  are  we  lagging  now  ?  That  is  the 
question. 
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Mr.  Brown.  I  do  not  know.  It  would  be  difficult  to  make  a  quick 
survey  of  that.  Some  States,  for  instance,  are  not  as  far  advanced 
in  the  application  of  their  laws  as  we  have  observed  in  other  States. 

Take  the  conservation  efforts  of  the  State  of  Arkansas.  I  think 
that  that  law  in  its  enforcement  is  one  of  the  very  highest  examples 
of  good  conservation.  It  is  developing  very  rapidly  in  New  Mexico, 
too.  A  good  conservation  system  is  on  its  way  there.  Other  States 
are  not  developing  as  rapidly.  You  have  to  educate  legislators  as 
.you  go  along,  too. 

The  Chairman.  You  have  indicated  a  history  of  conservation  laws ; 
but  you  have  not  made  any  recommendation  as  to  what  further  steps, 
if  any,  should  be  taken. 

Mr,  Brown.  That  is  true ;  and  since  my  paper  was  confined  to  the 
history,  I  think  probably  we  will,  before  we  close  this,  I  hope,  supple- 
ment it  with  some  suggestions  that  may  be  of  benefit. 

The  Chairman.  Let  me  ask  you  another  question,  then.  Are  you 
conscious  of  any  disagreement  in  the  industry  with  the  conclusions 
which  you  have  expressed  with  respect  to  conservation  laws  ? 

Mr.  Brown.  Yes;  there  are  some.  I  should  not  say  that  they  are 
far  in  the  minoritj',  but  they  are  in  the  minority.  There  are  quite  a 
few  who  still  hold  to  the  philosophy  that  when  they  discover  oil  they 
ought  to  have  the  right  to  develop  it  as  rapidly  as  they  please.  We 
find  some  of  those  particularly  in  a  new  State,  where  they  have  never 
had  the  chance  of  getting  the  oil.  We  have  had  an  example  of  it  in 
some  States  where  they  never  did  develop  it  very  rapidly.  That  is 
true. 

The  Chahiman.  And  what  is  the  feeling  in  the  industry  with  re- 
spect to  the  equitable  enforcement  of  conservation  laws  as,  for  ex- 
ample, the  proration  laws  ? 

Mr.  Brown.  It  varies.  In  some  States  there  will  be  rather  general 
acceptance.  I  think  that  is  usually  where  there  is  a  commission  that 
is  responsive  and  studies  it.  In  other  States  there  is  a  very  definite 
feeling  on  the  part  of  some  that  proration  is  used  like  any  law,  im- 
properly at  times,  to  give  someone  an  advantage.  We  hear  that  ex- 
pression. I  do  not  think  that  is  far  from  their  views  on  other  laws, 
but  it  certainly  is  very  definite,  in  the  oil  industry,  at  times. 

Mr.  Jacobsen.  Mr.  Chairman. 

The  Chahiman.  Mr.  Jacobsen. 

Mr.  Jacobsen.  I  think,  and  I  believe  Mr.  Brown  will  agree  with  me, 
that  it  can  be  said  generally  that  the  enforcement  of  the  State  prora- 
tion laws  is  improving  all  over.  In  other  words,  the  general  enforce- 
ment today  is  certainly  better  than  it  was  6  or  7  years  ago.  Not  only 
is  enforcement  gradually  getting  better,  but  the  laws  themselves  are 
getting  better. 

I  think,  with  respect  to  your  request  for  recommendations,  that 
while  we  might  perhaps  think  of  some  specific  recommendations  to 
make,  the  movement  is  so  definitely  toward  improvement  that,  even 
if  nothing  is  done  in  respect  to  specific  recommendations,  the  enforce- 
ment and  the  laws  themselves  will  tend  to  become  better.  Would  you 
agree,  Mr.  Brown  ? 

Mr.  Brown.  I  agree  with  that,  particularly  in  the  light  of  a  better 
understanding  of  good  enforcement. 

Mr.  Jacobsen.  Quite. 
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Mr.  Brown.  We  have  tried  to  bring  to  this  committee  a  paper  on 
that  very  question.  Mr.  Bailey  will  present  that  phase  of  it,  which 
I  think  will  be  enlightening. 

The  CHAiEMAisr.  And  this  paper  will,  I  suppose,  discuss  the  conser- 
vation of  oil  in  the  United  States  as  a  means  of  increasing  our  supply 
in  relation  to  the  existence  of  practically  untapped  sources  of  petro- 
leum in  other  parts  of  the  world,  whereas  here  in  the  United  States 
we  have  conducted  such  an  intensive  exploration  of  the  possibilities? 

Mr.  Brown.  That  is  right.  I  think  out  of  that  paper  will  come 
a  better  understanding  of  the  possibilities  of  doing  the  thing  of  which 
you  speak,  that  is,  making  the  best  use  of  what  we  have,  to  get  the 
most  out  of  it. 

Mr.  Jacobsen.  Mr.  Chairman,  I  would  like  to  make  just  this  very 
small  point,  but  it  is  of  some  importance  in  connection  with  this  mat- 
ter. A  good  many  of  the  technological  advances  that  have  been  made 
with  regard  to  the  production  of  oil  would  not  be  possible  of  accom- 
plishment if  we  did  not  have  the  proration  laws. 

Mr.  Brown.  That  is  true. 

The  Chairman.  Thank  you  very  much. 

You  may  proceed,  Mr.  Brown. 

Mr.  Brown.  The  only  crude  petroleum  used  in  the  United  States 
that  is  free  of  regulation  by  the  United  States  of  some  kind  is  the  oil 
produced  outside  the  United  States.  The  Congress  in  the  exercise  of 
its  power  over  imports  has  made  an  effort  to  prevent  this  oil  from 
destroying  our  conservation  program  in  the  United  States.  The  State 
Department  has  not  fully  understood  the  necessity  of  the  program, 
or  for  some  other  reason  has  threatened  the  small  amount  of  control 
remaining  from  the  provision  made  by  Congress.  It  is  felt  that  when 
that  Department  understands  the  significance  as  fully  as  does  the  oil 
operator,  the  State  Governments,  and  the  Congress,  it,  too,  will  assist 
in  the  important  effort  to  fully  and  properly  develop  and  conserve 
our  own  resources. 

The  independent  producer  is  confused  and  somewhat  alarmed  by 
the  idea  that  has  current  expression  in  the  statement,  "the  United 
States  must  become  an  oil-importing  nation,"  We  have  long  imported 
oil  into  the  United  States.  Does  this  new  thought  imply  that  we  must 
become  a  nation  whose  first  reliance  is  on  imported  oil? 

We  have  always  recognized  that  oil  imports  were  at  times  neces- 
sary to  supplement  our  own  supplies.  We  have  no  quarrel  with  such 
program.  What  we  do  object  to  is  that  oil  should  be  imported  in  such 
manner  as  to  hamper  the  search  for  and  development  of  our  own 
reserves  and  to  force  wasteful  methods  of  production,  making  us 
eventually  dependent  upon  some  foreign  source  of  supply  for  our  own 
needs.  Particularly  do  we  object  that  such  source  of  supply  should 
be  so  centralized  as  to  destroy  our  own  industry  and  then  exact  toll 
from  our  every  user  of  petroleum  products. 

The  Chairman.  Now,  I  have  no  hesitation  in  saying  that  it  has 
long  been  my  personal  view  that  a  fundamental  principle  of  the 
national  oil  policy  should  be  to  prevent  the  United  States  and  its 
industries  from  becoming  dependent  upon  foreign  sources  of  oil,  be- 
cause no  nation  can  be  an  industrial  leader  if  it  loses  its  own  domestic 
sources  of  its  principal  fuel. 

Mr.  Brown.  I  am  g:lad  to  hear  that,  and  I  think  I  have  seen  evidence 
from  your  past  activity. 


44  THE  INDEPENDENT  PETROLEUM   COMPANY 

During  this  past  war,  we  had  an  outstanding  example  of  the  condi- 
tion we  might  have  been  in  had  we  not  been  pretty  well  self-sustaining 
in  position. 

Mr.  Fraser.  By  what  means  would  you  insure  that  only  enough 
came  in  as  a  supplement,  and  not  so  much  as  to  disturb  domestic  con- 
ditions ? 

Mr.  Browx.  That  presents  a  problem  that  requires  some  additional 
study.  Under  the  old  method,  it  was  one  of  handling  through  tariffs. 
I  think  in  the  oil  industry  it  is  largely  a  matter  of  congressional  intent. 
The  importing  of  oil  comes  from  relatively  few  companies.  They  are 
sensitive  to  national  policy.  They  are  conscious  of  the  welfare  of  their 
own  country,  as  well  as  their  own  industry.  I  think  when  the  Gov- 
ernment, through  proper  channels,  expresses  a  policy  on  importing 
oil,  we  will  have  little  trouble  getting  that  policy  recognized  by  those 
importers. 

Mr.  Fraser.  Without  statute  ? 

Mr.  Brown.  "We  may  need  some  supplemental  statutes.  I  would 
not  say  entirely  without  them.  But  I  think  it  is  entirely  a  matter  of 
congressional  policy  and  intent.  There  will  be  some  difficulties  in 
that,  but  I  have  observed  that  the  very  minute  the  Government  begins 
to  show  a  desire  to  relax  the  import  restrictions,  more  imports  come  in; 
not  that  the  amount  of  import  duty  has  changed  enough  to  make  that, 
but  because  they  feel  that  the  Government  is  encouraging  them  to 
import. 

Now,  when  we  work  out  a  policy — and  to  that  end  I  want  to  call 
this  committee's  attention  to  a  step  our  association  has  taken ;  and  in 
answer  to  your  question,  our  association  has  by  resolution  requested 
the  calling  of  a  conference  by  the  State  Department.  We  have  asked 
them  to  call  into  that  conference  the  oil-producing  State  officials,  the 
representatives  of  the  domestic  producers  in  the  United  States,  the 
different  divisions  of  the  Federal  Government  which  are  concerned 
with  petroleum  policy,  and  the  importing  companies ;  where  we  might 
sit  down  with  the  State  Department  and  there  work  out  a  program. 

We  cite  the  State  Department  for  the  reason  that  heretofore,  as  I 
have  stated,  imports  were  regulated  somewhat  by  the  imposition  of 
taxes  and  tariffs.  That  responsibility  now  rests  largely  with  the  State 
Department,  and  we  have  felt  that  if  they  had  all  the  elements  of  the 
industry  and  the  State  and  Federal  agencies  concerned  in  one  con- 
ference, we  could  there  develop  information  through  which  the  State 
Department  could  handle  the  import  question  much  better. 

Has  that  answered  your  question?  That  will  be  fully  covered  by 
Mr.  Franklin,  who  is  discussing  the  import  question.  But  I  am 
trying  to  answer  your  question  immediately. 

Mr.  Fraser.  That  policy,  then,  would  emanate  not  from  the  Con- 
gress but  from  the  State  Department  ? 

Mr.  Brown.  I  am  not  sure,  I  think  once  the  policy  is,  agreed  to,  it 
would  probably  require  congressional  sanction  and  approval. 

The  Chairman.  Wlien  was  that  request  for  a  conference  made? 

Mr.  Brown.  That  was  made,  I  think,  in  February,  or  perhaps  a 
little  earlier.  I  believe  it  was  January.  Copies  were  sent  out  to  you. 
I  believe  you  probably  have  it  here. 

Tlie  CELiiRMAN.  But  I  want  it  in  the  record.  That  is  why  I  am 
asking  the  question. 
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Mr.  Brown.  Yes.  If  Mr.  Franklin  does  not  put  tliat  in,  we  will 
introduce  that.  I  feel  that  that  is,  of  course,  a  very  serious  question, 
and  we  hope  you  will  recognize  it  as  such. 

The  Chairman.  It  is,  of  course,  a  serious  question,  and  I  am  sure 
the  representatives  of  the  State  Department  will  take  note  of  it  and 
will  be  prepared,  perhaps,  to  discuss  it  when  the  time  comes. 

Mr.  Brown.  I  hope  they  will  look  at  it  as  an  effort  to  meet  a  national 
problem,  and  not  necessarily  a  selfish  impulse.  I  think  we  can  accom- 
plish some  good  there.     [Resuming :] 

The  attitude  of  the  independent  with  relation  to  imports  is  the  na- 
tural outgrowth  of  his  own  experience  with  oil  production.  He  has 
seen  some  new  source  of  oil  supply  come  into  the  markets  of  the 
United  States  where  the  nature  of  production  as  to  volume  or  costs 
was  such  as  to  be  destructive  of  much  of  our  petroleum  supply.  His 
own  experience  and  the  experience  of  the  various  State  governments 
in  which  he  operates  have  caused  the  enactment  of  the  heretofore 
described  conservation  laws  and  the  growth  of  conservation  practices. 

Without  some  definite  policy  safeguarding  against  imports,  our 
entire  conservation  program  must  fall.  The  domestic  producer  would 
be  forced  to  skim  the  cream  of  any  new  field  and  abandon  the  greater 
part  of  the  reserves.    Soon  new  discoveries  would  come  to  an  end. 

The  American  petroleum  industry  has  achieved  much.  It  has  func- 
tioned effectively  in  peace  and  in  war.  We  of  the  independent  group 
are  encouraged  that  your  committee  has  displayed  great  interest  in 
the  continuance  of  our  industry's  useful  work.  We  stand  ready  to 
assist  you  in  any  way  that  we  can. 

I  might  say  that  I  want  to  express  to  your  committee  my  very  great 
appreciation  for  your  patience  through  a  long  paper.  History  gets 
longer  every  year. 

The  Chairman.  It  was  a  very  interesting  statement,  Mr.  Brown. 
I  am  sure  it  was  no  tax  on  our  patience. 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Are  there  any  questions  ? 

Senator  Moore.  No,  I  think  not. 

Mr.  England.  Mr.  Chairman,  may  I  ask  a  question? 

The  Chairman.  Certainly,  Mr.  England. 

Mr.  England.  Mr.  Brown,  what  is  your  thought  with  respect  to 
a  company  that  has  a  supply  of  crude  abroad  ?  If  we  restrict  imports, 
will  they  not  build  refineries  abroad  ? 

Mr.  Brown.  There  will  be  some.  However,  there  has  never  been 
a  disposition  to  restrict  the  bringing  of  oil  in  here  for  refining  and 
reshipping  if  they  wanted  to  do  that.  But  I  think  there  will  be 
refineries  built  abroad,  yes,  to  meet  foreign  requirements.  Those 
resources  and  reserves  are  going  to  be  developed.    That  is  true. 

Mr.  England.  That  is  right. 

Mr.  Majewski.  That  already  has  been  done,  Mr.  Chairman.  They 
have  built  these  refineries  abroad.    They  are  already  there. 

Mr.  England.  But  if  you  stop  the  imports  entirely,  they  will  prob- 
ably build  more  of  them. 

Mr.  Fell.  Might  I  suggest  that  Mr.  Brown's  paper  did  not  recom- 
mend eliminating  imports  entirely. 

The  Chairman.  I  take  it  that  the  recommendation  which  he  makes 
is  against  letting  down  the  bars  on  imports. 
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Mr.  Brown.  That  is  right. 

The  Chairman.  So  that  the  continued  progress  of  the  search  for 
new  domestic  sources  might  be  impaired.  That  is  what  you  desire 
to  say? 

Mr.  Brown.  That  is  the  important  part  of  it;  that  is  correct. 

The  Chairman.  I  take  it  that  your  purpose  is  not  to  recommend 
such  a  policy  of  exclusion  as  to  penalize  the  consumer  ? 

Mr.  Brown.  No  ;  that  certainly  is  not  the  point.  We  now  are  enjoy- 
ing the  best  consumer  prices  in  the  world,  and  I  would  not  want  to 
endanger  that  too  greatly.  I  think  the  consumer  is  really  benefited 
by  a  constantly  increasing  supply  of  near-by  oil. 

Mr.  Fraser.  On  the  other  hand,  if  the  national  defense  were  in 
issue,  a  higher  price  would  not  perhaps  indicate  a  different  policy. 

Mr.  Brown.  No;  national  defense  sometimes  is  really  one  of  the 
first  things  we  must  consider. 

Mr.  Fraser.  To  be  safe,  we  might  even  pay  bigger  prices  here. 

Mr.  Brown.  That  is  right,  and  we  could,  very  well. 

The  Chairman.  I  take  it,  that  you  are  also  suggesting  to  the  State 
Department  that  in  carrying  out  perhaps  the  authority  granted  by 
Congress  under  the  Reciprocal  Trade  Agreements  Act,  an  act  which 
it  may  be  proper  to  say  was  passed  by  a  bipartisan  vote,  the  State 
Department  should  give  consideration,  before  granting  any  conces- 
sions, to  the  important  aspect  of  maintaining  the  domestic  petroleum 
industry  ? 

Mr.  Brown.  We  feel  that  that  should  be  one  of  the  principal  factors 
in  their  determination  of  policy. 

The  Chairman.  I  assume  that  if  the  State  Department  were  to 
undertake  to  consider  any  reduction  of  tariffs  upon  petroleum  from 
foreign  countries,  it  would,  under  that  law,  call  in  to  a  public  hearing 
all  those  who  might  be  interested ;  and  that  would  give  the  opportunity 
to  the  industry  to  express  itself. 

Mr.  Brown.  It  could.  That  involves  a  lot  of  discussion  as  to  their 
past  procedure.  We  think  their  approved  procedure  does  not  permit 
of  that  preunderstanding  of  the  whole  problem.  That  is  one  of  the 
things  we  want  to  develop. 

The  Chairman.  And  that  will  be  discussed,  I  take  it,  by  Mr. 
Franklin. 

Are  there  any  other  questions  ? 

Captain  Franchot.  Mr.  Chairman,  may  I  just  call  attention  to  what 
I  think  might  be  a  wrong  impression  that  might  have  been  received 
by  you,  in  view  of  a  question  which  you  asked  ?  It  grows  out  of  the 
question  that  you  asked,  whether  figures  could  be  presented  here  that 
would  show  the  volume  of  sales  by  major  oil  companies  to  independ- 
ents, to  be  used  under  secondary  recovery  methods. 

The  Chairman.  That  is,  the  sale  of  reserves. 

Captain  Franchot.  I  do  not  think  that  happens  at  all,  sir.  I  think 
a  distinction  must  be  drawn  between  the  sale  by  majors  of  stripper 
production,  where  the  chance  of  using  secondary  recovery  methods 
is  not  particularly  likely,  or  is  so  remote  that  it  is  not  taken  into  con- 
sideration. That  goes  on  all  the  time,  the  sale  by  majors  of  stripper 
production,  because  the  small  fellow  can  nurse  it  along  and  make 
something  out  of  it. 

As  far  as  the  majors  selling  reserves  where  known  secondary  recov- 
ery methods  can  be  used,  it  is  my  opinion,  based  on  my  experience,  that 
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it  is  SO  very  small  that  it  is  practically  negligible.  If  a  major  has 
something  that  is  susceptible  of  the  use  of  secondary  recovery,  he  will 
hang  onto  it.  And  the  best  illustration  of  that  is  the  almost  religious 
way  in  which  the  South  Penn  Oil  Co.,  which  was  a  part  of  the 
old  Standard  Oil  group,  hangs  onto  its  reserves. 

Mr.  Fraser.  And  does  use  the  secondary  method  ? 

Captain  Franchot.  And  does  use  the  secondary  recovery  method. 
So  I  do  not  believe — it  may  be  challenged  in  fields  where  I  have  not 
had  experience — ^that  your  question  will  bring  out  anything  more  than 
a  zero. 

The  Chairman.  My  question  was  designed  to  get  additional  infor- 
mation on  a  statement  which  I  undersood  the  witness  to  make,  namely, 
that  more  than  50  percent  of  all  secondary  recovery  is  carried  on  by 
independents,  and  that  the  majors  do  not  do  thdt. 

Captain  Franchot.  That  is  true;  and  I  think  it  is  due  to  the  fact 
that  the  majors,  outside  of  South  Penn — and  I  do  not  know  whether  we 
can  classify  South  Penn  as  a  major  or  not;  it  came  out  of  a  major — 
but  I  think  that  is  due  to  the  fact  that  in  the  old  Bradford  field  and 
in  the  other  fields  where  secondary  recovery  can  be  used  effectively, 
there  was  a  very  small  holding  of  reserves  by  the  majors.  Outside 
of  the  South  Penn,  there  was  no  company  that  came  near  to  being  a 
major  that  held  any  extensive  reserves. 

The  Chairman.  The  state  of  the  record  at  this  moment  seems  to 
me  to  be  this :  Let  us  assume  that  South  Penn  is  to  be  classified  as  an 
independent,  and  therefore  take  your  statement,  namely,  that  almost 
100  percent  of  secondary  recovery  is  made  effective  by  independents. 

Captain  Franchot.  That  is  true. 

The  Chairman.  Now,  am  I  to  understand,  therefore,  that  the  majors 
do  not  undertake  any  secondary  recovery  at  all  ? 

Captain  Franchot.  I  think  they  would,  if  they  owned  reserves  that 
were  susceptible  of  it.    I  do  not  think  they  would  shy  away  from  it. 

The  Chairman.  And  it  is  your  conclusion  that  the  majors  have  no 
reserves  which  are  capable  of  secondary  recovery  ? 

Captain  Franchot.  I  would  not  venture  an  answer  to  that. 

The  Chairman.  My  question  was  designed  merely  to  develop  the 
facts. 

Captain  Franchot.  The  majors  may  have  such  reserves ;  but  I  do 
not  think  they  are  selling  them  if  they  have.  That  is  the  point  I  am 
trying  to  make. 

Mr.  Brown.  I  think  probably  one  additional  development  will 
throw  some  light  on  that.  Secondary  recovery,  outside  of  the  Brad- 
ford area,  is  a  comparatively  new  development;  and  for  years  the 
major  companies,  after  a  field  was  fairly  well  exhausted,  sold  off  much 
of  their  stripper  production  to  smaller  companies.  They  then,  after 
the  discovery  of  the  secondary  recovery,  have  applied  it  themselves. 
That  may  account  for  a  lot.  However,  there  are  a  lot  of  developments 
by  major  companies  in  the  West,  particularly,  which  use  this  sec- 
ondary recovery. 

The  Chairman.  Very  well.  Now,  you  have  just  restated  what  you 
said  before,  namely,  that  major  companies  have  sold  some  of  their 
reserves  ? 

Mr.  Brown.  That  is  right. 
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The  Chair3iax.  My  question  has  to  do  with  the  extent  of  such 
sales,  because  the  records  vrhich  are  available  to  me  indicate  that  the 
OTvnership  of  United  States  reserves  by  the  majors  is  steadily  increas- 
ing. 

Captain  Fraxchot.  I  agree  with  that  conclusion. 

The  CHAiEiiAN.  So  I  want  to  know  to  what  extent,  if  at  all,  the  ma- 
jor companies  are  disposing  of  any  portion  of  their  reserves.  Now, 
Mr.  Brown  says  they  do  sell  some  of  them :  you  say  they  do  not. 

Captain  Fraxchot.  No,  sir ;  I  agi'ee  absolutely  with  what  Mr.  Brown 
just  said.  I  do  not  disagree  with  Mr.  Brown's  statement  at  all ;  but  I 
am  amplifying  it  with  the  point  that  where  the  majors  have  sold  such 
reserves,  they  sold  them  before  they  knew  that  they  were  susceptible 
of  secondary  recovery.  The  majors  are  not  now  selling  lands  that  are 
susceptible  of  secondary  recovery  when  they  know  that  they  are  so 
susceptible. 

Mr.  Brown.  I  think  that  is  right. 

The  Chairman.  All  I  want  is  the  facts. 

Captain  Fraxchot.  I  am  not  disagreeing  with  anything  I^Ir.  Brown 
said,  or  anything  you  have  just  said,  Mr.  Chairman.  I  am  merely 
trying  to  amplify  it  so  that  no  wrong  impression  will  be  left. 

Mr.  Brown.  I  tliink  Mr.  Andrus  will  develop  that  fully,  and  I 
think  we  will  find  that  at  this  time  there  are  a  lot  of  major  companies 
employing  secondary  recovery  on  their  own  properties. 

The  Chairman.  It  will  be  very  interesting  to  develop  this  matter. 

I  notice,  from  Mr.  Jacobsen's  face,  that  he  has  something  to  say. 

Mr.  Jacobsex.  Yes.  I  have  been  fidgeting  here  for  a  little  while. 
I  do  not  think  that  it  will  be  found  that  the  majors  will  sell  any 
reserves  susceptible  to  the  early  application  of  secondary  recovery  if 
they  have  a  fairly  large  acreage.  But,  for  instance,  if  in  a  certam 
oil  field  that  is  susceptible  to  the  application  of  secondary  recovery 
a  major  company  has  40  acres  or  80  acres  or  less,  that  would  be  a  very 
small  proportion  of  the  holdings,  and  when  it  comes  to  the  application 
of  secondary  methods  in  that  field,  the  major  company  would  rather 
sell  it  than  keep  it.  But  if  they  have  the  field  themselves,  or  the  major 
portion  of  the  field,  I  do  not  think  they  will  sell  it. 

Mv.  Brown.  That  is  right. 

The  Chairman.  In  other  words,  the  majors  are  not  likely  to  let  go 
amiihing  they  have. 

Captain  Fr.vx-chot.  That  is  right. 

Mr.  Jacobsen.  If  they  can  make  any  money  out  of  keeping  it. 
[Laughter.]  Another  question  is  perhaps  we  should  define  a  little 
more  closely  what  we  mean  by  secondary  recovery,  and  we  should 
also  bear  in  mind  that  a  lot  of  the  most  modern  production  methods 
such  as  maintenance  of  pressure,  and  all  those  things,  are  designed  to 
obviate  the  need  for  secondary  recovery.  The  need  for  secondary 
recovery  is  to  a  veiy  large  extent — not  altogether,  but  to  a  very  large 
extent — the  result  of  the  earlier  unscientific  methods  of  production. 
In  the  early  method  we  left  so  much  oil  underground  that  these  fields 
are  subject  now  to  the  application  of  secondary  recovery.  If  we  had 
had  modern  production  methods  in  the  old  days,  there  would  not 
now  be  the  oil  left  underground  to  be  recovered  by  secondary  recovery. 

The  Chairman.  Thank  you  very  much. 

Mr.  Fell.  May  I  ask  Mr.  Brown  a  question  before  he  leaves? 
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The  Chairman.  Certainly,  Mr.  Fell. 

Mr.  Fell.  You  have  shown  in  your  testimony,  Mr.  Brown,  that 
there  is  a  decrease  in  the  number  of  producers. 

JNIr.  Beown.  That  is  right. 

Mr.  Fell.  "What  action  could  be  taken  immediately  by  the  Gov- 
ernment that-5'Ou  believe  would  most  effectively  help  to  prevent  that 
trend  of  the  independent  oil  producers  going  out  of  business  ? 

Mr.  Brown.  The  first  and  most  direct  effect  would  be  removing  price 
controls  and  giving  him  a  decent  price.  That  is  the  quick  way.  Price 
is  the  only  thing  that  gives  him  his  money. 

The  CHAIR3IAN.  Are  we  to  understand  that  you  advocate  the  re- 
moval of  price  controls  for  the  petroleum  industry  alone,  or  do  you  rec- 
ommend the  removal  of  all  price  controls  ? 

Mr.  Brown.  I  do  not  know  its  effect  on  other  industries.  I  have 
studied  carefully  its  effect  on  the  petroleum  industry,  and  of  that  I 
am  speaking  now. 

The  Chairman.  That  is  a  very  good  qualification.. 

Senator  Moore.  He  is  dodging  a  bit  now. 

The  Chair]man.  Are  there  any  other  questions? 

Colonel  Wright.  Mr.  Chairman,  might  I  ask  a  question  ? 

The  Chairivian.  Yes,  Colonel  Wright. 

Colonel  Wright.  I  take  it  from  this  that  if  we  had  a  larger  im- 
portation of  crude  into  this  country,  foreign  crude,  it  would  affect 
the  conservation  of  oil — from  j^our  statement  here  ? 

Mr.  Brown.  That  is  my  impression,  yes. 

Colonel  Wright.  With  the  large  unlimited  facilities  we  have  in 
this  country  for  the  production  of  shale  oil,  which  we  know  can  be 
done  economically,  wouldn't  that  affect  it  exactly  the  same  way  ? 

Mr.  Brown.  It  would  postpone  the  application  of  recovery  methods 
on  shale  oil  to  some  future  time. 

Colonel  Wright.  No.  I  am  asking  you  to  reverse  the  picture.  If 
the  shale  oil  were  developed,  or  hydrogenation  or  synthesis  or  gasifi- 
cation of  the  oil  were  developed  to  any  great  extent,  and  you  received 
a  great  deal  of  finished  petroleum  products  from  this  means  of  refin- 
ing, wouldn't  that  have  the  same  effect  as  the  large  importation  of 
crude  oil  from  foreign  countries  ? 

Mr.  Brown.  It  would  have  to  some  degree,  but  the  high  cost  of  that 
development  would  probably  enable  natural  oil  to  stay  in  the  market. 
Then,  I  do  not  think  this  country  would  be  hurt  much.  If,  in  the 
development  of  shale  oil,  we  found  an  abundant  reserve  that  would 
meet  the  requirements  of  the  country,  we  could  then  postpone  the 
other.  The  thing  I  am  arguing  to  is  always  having  a  readily  produci- 
ble reserve  in  the  United  States  or  nearby.  And  if  it  comes  from  shale 
oil,  which  eventually  no  doubt  much  of  it  will,  I  do  not  tliink  th;is 
country  will  be  hurt  much  by  that. 

Colonel  Wright.  But  the  same  amount  of  production  would  come 
out  either  way  ? 

Mr.  Brown.  It  would  have  the  effect  of  getting  the  product,  but  at  a 
higher  cost,  of  course. 

Colonel  Wright.  I  take  it  that  your  answer,  Mr.  Brown,  might  be 
restated  something  like  this,  that  the  cost  of  producing  oil  from  shale 
and,  by  the  hydrogenation  process  from  coal,  is  greater  now  than  the 
cost  of  petroleum  produced  domestically  and  abroad,  and  that  cheap 
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oil  from  abroad  would  not  only  prevent,  if  admitted  in  large  quanti- 
ties, the  development  of  hydrogenation  oil,  but  also  the  development 
of  new  sources  of  petroleum  within  the  United  States  ? 

Mr.  Brown.  That  is  correct. 

The  Chairman.  Are  there  any  further  questions  ? 

Mr.  Hardey.  I  would  like  to  say,  too,  Mr.  Chairman,  that  I  think 
the  technique  that  might  be  used  in  the  processing  of  oil  from  shale, 
in  the  continuation  of  a  free-enterprise  system,  I  hope  would  be  avail- 
able to  the  independent  producers  and  the  major  oil  companies  alike, 
and  that  they  would  be  the  first  to  go  into  the  process  of  handling  that. 

The  Chairman.  Mr.  Hardey,  it  is  so  written  into  the  law. 

Mr.  Hardey.  Thank  you,  sir. 

The  Chairman.  Does  that  complete  your  statement,  Mr.  Brown? 

Mr.  Brown.  Yes,  sir. 

The  Chairman.  The  committee  is  very  indebted  to  you. 

Mr.  Brown.  Thank  you  very  much,  sir. 

The  CHAERMAjg-.  Before  asking  you  to  proceed  with  another  wit- 
ness, Mr.  Fell — it  is  a  little  late  this  afternoon — the  Chair  is  going 
to  take  the  liberty  of  introducing  some  testimony  which  bears  on  the 
relationship  between  the  majors  and  the  independents. 

Early  in  the  month  I  wrote  the  following  letter  to  the  Attorney 
General,  asking  for  certain  information  which  I  felt  was  available 
in  the  Department  of  Justice  from  the  studies  that  are  being  made  by 
that  department,  certain  statistical  information  with  respect  to  the 
ownership  of  oil,  and  so  forth. 

(The  letter  referred  to  is  as  follows :) 

SpeoiaI/  Committee  Investigating  Peteoleum  Resoueces, 

March  5,  1946. 
The  Honorable  Tom  C.  Clakk, 

United  States  Attorney  Oeneral,  Justice  Department,  Washington,  D.  G. 
My  Deab  Mr.  Attorney  Geneeal  :  The  Special  Committee  Investigating  Petro- 
leum Resources  has  scheduled  hearings  beginning  March  19  on  the  position  of  the 
companies  and  the  individuals  in  the  independent  branch  of  the  industry.  It  is  my 
understanding  from  the  trade  journals  that  the  Antitrust  Division  of  the  De- 
partment of  Justice  has  in  recent  months  been  collecting  information  with  respect 
to  the  relative  positions  of  the  large  companies  in  the  industry.  It  will  be  greatly 
appreciated  if  you  would  make  available  to  the  committee  a  summary  and  com- 
pilation of  the  information  obtained  by  the  Antitrust  Division. 
Sincerely  yours, 

Joseph  C.  O'Mahoney, 

Chairman. 

I  now  have  a  letter,  under  date  of  March  18, 1946,  from  the  Assistant 
Attorney  General,  Wendell  Berge : 

My  Deae  Senatoe  :  On  March  14,  1946,  the  Attorney  General  wrote  you  stating 
that  certain  statistical  information,  showing  the  relative  positions  of  the  major 
units  in  the  petroleum  industry,  would  be  forwarded  to  you  pursuant  to  your 
request  of  March  5, 1946. 

Enclosed  please  find  copies  of  10  schedules,  prepared  in  the  Antitrust  Division, 
showing  the  positions  of  groups  of  18  to  21  companies  in  the  producing  and 
refining  branches  of  the  petroleum  industry. 
With  kind  personal  regards, 
Sincerely  yours, 

[Signed]     Wendeli,  Bebge, 
Assistant  Attorney  General. 
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Photostatic  copies  of  these  charts  have  been  submitted  to  me. 
Mr.  Watson  Snyder  of  the  Department  of  Justice,  who  was  in  charge 
of  their  preparation,  is  h^e.  Mr.  Snyder,  I  wonder  if  you  would 
identify  these  and  describe  them  to  the  committee  ? 

STATEMENT  OF  WATSON  SNYDER,  REPRESENTING  THE  DEPART- 
MENT OF  JUSTICE,  WASHINGTON,  D.  C. 

Mr.  Snyder.  This  gi-oup  of  tabulations  was  prepared  from  ques- 
tionnaires sent  to  22  of  the  major  oil  companies  and  was  an  attempt 
to  bring  down  to  date  to  some  extent  the  TNEC  studies.  Twenty  of 
the  22  companies  answered.  Some  of  the  information  from  the  other 
two  companies  had  to  be  taken  from  correspondence  and  annual 
reports. 

The  Chairman.  I  take  it  that  the  Department  of  Justice  had  no 
ulterior  purpose  but  was  merely  trying  to  bring  down  to  date  the 
information  which  was  developed  by  the  Temporary  National  Eco- 
nomic Committee  ? 

Mr.  Snyder.  That  is  really  true,  in  many  respects,  because,  you  see, 
under  the  War  Manpower  and  Keconversion  Act,  and  under  the  Surplus 
Property  Act,  we  are  called  upon  to  analyze  certain  sales  and  certain 
situations.  And  the  TNEC  situation  was  pretty  old,  so  we  thought 
we  would  try  to  bring  it  down  to  date  as  best  we  could. 

We  did  not  make  the  complete  coverage  which  TNEC  made.  The 
first  eight  schedules  are  all  made  from  information  taken  from  the 
answers  to  the  questionnaires.  The  ninth  schedule,  which  has  to  do 
with  refining  capacities  of  the  various  companies,  showing  the  location 
of  refineries  and  the  various  capacities,  crude,  cracking,  catalytic,  alky- 
lation,  butane,  isomerization,  and  aviation  gasoline  was  not  obtained 
from  the  companies  directly.  It  was  obtained  from  oil  and  gas 
journals,  the  Department  of  Commerce,  the  Bureau  of  Mines,  and 
various  other  sources. 

The  top  schedule  is  a  summary  of  the  nine  schedules  following  it. 
It  merely  shows  the  percentage  enjoyed  by  the  number  of  companies 
in  the  first  column  in  each  of  the  years  reported,  1939  to  1945.  Natur- 
ally, in  some  categories  it  was  impossible  to  get  any  figures  prior  to 
1945  or  1944. 

Mr.  Eraser.  Are  the  companies  listed  that  you  sent  the  question- 
naires to  ? 

Mr.  Snyder.  Yes,  they  are  listed  on  the  tables  or  schedules  rather, 
1  to  8.  On  table  9  there  was  no  information  obtained  directly  from 
the  companies.     That  is  a  compilation  from  various  sources. 

The  Chairman.  Would  you  briefly  summarize  the  information  on 
the  first  table  ? 

Mr.  Snyder.  The  number  of  producing  wells  as  of  December  31 
of  each  of  the  years  1939  to  1944,  both  inclusive,  is  the  information 
reported  by  21  of  the  22  companies. 

The  Chairman.  And  what  does  it  show  as  of  1939  ? 

Mr.  Snyder.  In  1939,  the  21  companies  owned  27.6  percent  of  the 
producing  wells  of  the  Nation,  and  in  1944,  29.4  percent. 

Senator  Moore.  Does  that  mean  the  production  ? 

Mr.  Snyder.  No,  the  number  of  wells. 
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Senator  Moore,  I  see.    The  number  of  wells. 

Mr.  Snyder.  The  second  item  is  the  annual  gross  production  of 
crude  oil.  Twenty-one  companies  in  1939  produced  52.2  percent.  In 
1944,  they  produced  61.3  percent. 

The  third  item  is  the  stocks  of  crude  oil  as  of  the  last  day  of  the 
year.  Nineteen  companies  in  1939  had  75.7  percent;  in  1944,  78.9 
percent. 

The  annual  crude  runs  to  stills  for  19  companies  shows  in  1939,  80.9 
percent ;  1944,  83.2  percent. 

The  annual  motor  fuel  manufactured,  for  19  companies  was  72.6 
percent  in  1939 ;  64.6  percent  in  1944. 

The  stocks  of  motor  fuel,  as  of  the  last  day  of  each  of  the  years, 
for  19  companies,  was  80.4  percent  in  1939  and  56.8  percent  in  1944. 

On  aviation  gasoline  manufactured,  the  figures  for  17  companies 
are  reported.     It  was  56.9  percent  in  1939  and  73.8  percent  in  1944. 

Those  figures  that  I  have  read  are  the  compilations  taken  from  the 
answers  to  the  questionnaires.  The  following  figures  are  not  quite 
as  complete. 

The  crude  oil  refining  capacity  for  the  21  companies  as  of  1940  was 
75.8  percent ;  as  of  1945,  82.0  percent. 

Cracking  capacity,  as  reported  by  the  Bureau  of  Mines  for  the  21 
companies,  was  84.1  percent  in  1940,  and  85.8  percent  in  1945. 

Catalytic  cracking  capacity  for  18  companies  was  100  percent  in 
1940,  and  88.2  percent  in  1945.  Of  course,  that  was  due  to  the  war 
effort  and  the  building  of  new  catalytic  plants  as  well  as  majors. 

The  alkylation  capacity  for  18  companies  was  82.0  percent  at  a 
date  in  1944.     There  are  no  comparable  figures  for  the  other  years. 

Aviation  gasoline  capacity  for  21  companies  as  of  March  1945,  was 
88.8  percent.    It  was  impossible  to  get  figures  for  the  other  years. 

We  did  not  select  any  figures  on  reserves  or  pipe  lines.  I  am  getting 
some  pipe-line  information  together,  but  I  do  not  know  how  accurate 
it  is  going  to  be. 

On  reserves,  it  is  nearly  impossible  to  get  any  accurate  figures  to 
make  a  comparison  with  it.  The  latest  figures  that  I  think  there  are 
are  in  the  Senate  Public  Lands  Committee  hearings  of  2  years  ago. 

The  Chairman.  Thank  you  very  much,  Mr.  Snyder. 

(The  tables  above  referred  to  are  as  follows:) 

Position  of  major  oil  companies  in  the  industry 


Num- 
ber of 
com- 
panies 

1939 

1940 

1941 

1942 

1943 

1944 

1945 

Refer- 
ences 

Number  of  producing  oil  wells  (Dee.  31). 

Annual  gross  production  of  crude  oil 

Stocks  of  crude  oil  (Dec.  31) 

21 
21 
19 
19 
19 
19 
17 
21 
21 
18 
18 
12 
21 

Per- 
cent 
27.6 
52.2 
75.7 
80.9 
72.6 
80.4 
56.9 

Per- 
cent 
28.0 
54.2 
78.1 
81.3 
74.4 
77.9 
43.5 
75.8 
84.1 
100.0 

Per- 
cent 
28.6 
53.8 
77.3 
81.5 
71.6 
82.0 
65.4 

Per- 
cent 
28.3 
55.2 
81.8 
80.4 
68.6 
73.6 
65.0 

Per- 
cent 
28.7 
58.8 
79.8 
82.8 
66.8 
65.7 
69.6 

Per- 
cent 
29.4 
61.3 
78.9 
83.2 
64.6 
56.8 
73.8 

Per- 
cent 

'82'6' 
85.8 
88.2 

'88.'8" 

Table  1, 
Table  2. 
Table  4. 

Annual  crndp,  riins  to  stills 

Table  5. 

Annual  motor  fuel  manufactured _ 

Stocks  of  motor  fuel  (Dec.  31) 

Aviation  gasoline  manufactured     .  .  - . 

Table  6. 
Table  7. 
Table  8. 

Crude  oil  refining  capacity  (Jan.  1) 

Table  9. 

Cracking  capacity  (Jan.  1)           -  _  - 

Do. 

Catalytic  cracking  capacity  (Jan.  1) 

Do. 

Alkvlation  capacity  (Nov.  1) 

82.0 
81.9 

Do. 

Butane  isomerization  capacity  (Nov.  1) 

Do. 

Aviation  gasoline  capacity  (March) 

Do. 
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Table  1. — Domestic  producing  oil  wells 


1939 


1940 


1943 


1944 


Answers  to  questionnaire: 

Cities  Service 

Pure - 

Tide  Water 

Socony 

Richfield 

Standard  (New  Jersey)... 

Humble - 

Skelly.-.. 

Mid  Continent 

Shell 

Sun 

Gulf 

Phillips 

Continental- 

Standard  (Ohio) 

Union 

Atlantic 

Texas 

Standard  (Indiana) 

Sinclair  ' 

From  Standard  Poor's: 

Ohio  Oil  Co 

Standard  (California) 

Major  company  total 

Total  producing  oil  wells  in  tfnited 

States 

Percent  held  by  majors -.. 


6,706 
4,754 
4,065 
8,787 
439 
4,039 
6,813 
1,877 
1,247 
6,465 
2,312 
8,234 
4,926 
4,758 
245 
715 
2,037 
9,284 
4,165 
8,339 

10, 992 
3,961 


6,189 
4,871 
4,223 
9,357 
437 
3,805 
7,250 
2,116 
1,123 
6,941 
2,398 
8,698 
5,328 
5,110 
250 
926 
2,144 
10,  292 
4,463 
8,270 

10, 818 
3,969 


6,365 
6,200 
4,603 
9,671 

527 
3,857 
7,655 
2,272 
1,121 
7,932 
2,542 
9,008 
5,928 
5,540 

285 
1,093 
2,362 
10, 702 
5,160 
8,245 

10, 801 
4,098 


5,969 
5,343 
5,017 
9,772 

525 
3,717 
7,856 
2,389 
1,067 
8,255 
2,602 
9,110 
5,936 
5,764 

314 
1,224 
2,421 
10, 874 
5,216 
8,181 

10, 322 
4,220 


5,803 
5,412 
5,128 
9,819 

533 
2,777 
7,913 
2,490 
1,067 
8,412 
2,709 
8,975 
6,577 
6,112 

891 
1,295 
2,769 
11, 201 
5,745 
7,916 

9,665 
3,992 


2  380,  390 
27.6 


108, 978 


'  389, 010 
28.0 


I  399, 960 
28.6 


114, 870 


I  404, 840 
28.3 


117, 141 

3  407, 170 
28.7 


5,688 
5,619 
5,181 

10,024 
594 
3,073 
8,030 
2,781 
1,055 
8,619 
2,898 
9,231 
6, 780 
6,169 
1,051 
1,537 
2,852 

11,922 
6,094 
7,930 

8,824 
4,204 


120, 156 


*  408, 629 
29.4 


>  Net  wells — e.  g.,  50  percent  interest  in  a  well=H  well. 
'  Bureau  of  Mines — Crude  Petroleum  and  Petroleum  Products,  1943,  p.  3. 
3  Bureau  of  Mines— Crude  Petroleum  and  Petroleum  Products,  1944,  p.  3. 
*  Oil  and  Qas  Journal,  Jan.  27,  1945,  p.  176. 

TNEC  percentages:  1931,  21.7  percent;  1935,  22.7  percent;  1936,  23.4  percent;  1937,  23.7  percent;  (vol.  14A, 
table  Q,  p.  7714). 

Table  2. — Gross  production  of  crude  oil 

[42-gallon    barrels] 


1939 


1940 


1941 


1942 


1943 


1944 


Answers  to  questionnaire: 

Cities  Service 

Pure 

Tidewater .-.- 

Socony.  _. 

Richfield 

Standard  (New  Jersey).  .- 

Humble.- 

Skelly 

Mid-Continent 

Shell 

Suni 

Gulf---- --._ 

Phillips 

Continental 

Standard  (Ohio)  " 

Union 

Atlantic '-- 

Texas ' 

Standard  (Indiana) 

Sinclair 

From       Standard       Poor's 
Manual: 

Standard  (California) 

Ohio  Oil  Co- 

United  States  total  gross 
production ' 

Major  company  percentage- .. 


25,  439, 049 
24,  507, 000 
24, 311,  321 
62, 226, 606 
7, 174, 405 
23, 212, 000 
59, 225,  539 
8, 300, 086 
6,  747, 292 
61,  043, 000 
13, 900,  957 
47, 471,  723 
36, 877, 113 
23, 053,  449 
302, 971 
19, 992,  760 
14, 916,  571 
74,  953,  771 
37, 104, 521 
26, 290, 000 


38,406,217 
25,113,875 


26,  261,  532 
25, 816, 000 
26, 790, 342 
63,  753, 909 

7, 496, 657 

30,  367, 000 

60, 646,  592 

9,  721,  727 

6,496,162 

66, 054, 000 

13,  863,  095 

53, 252,  516 

39,  752,  081 

26, 053, 997 

227,  745 

20,  771, 185 

15,  424,  000 

99,  070,  778 

38, 171, 342 

27,  665, 000 


37, 840,  763 
27,  733, 866 


28,  588, 606 
27,  623, 000 

29,  336,  480 
59,  781, 388 

9, 338,  783 
28, 951, 000 
67,  445, 031 
11, 010, 045 

6, 979, 962 
72, 896, 000 
15,  554, 062 
54,  619, 052 
45, 062, 309 
29,  809, 683 
187, 161 
21, 382, 831 
17,  246, 857 
86, 901,  584 
44, 843, 705 
31,  217, 000 


38, 884, 163 
28, 059, 308 


30,  474,  721 
27, 854, 000 
31, 358,  450 
58,  713,  777 

9, 260, 345 
26, 239, 000 
68, 912, 163 
10,912,244 

6,  425, 397 
78, 044, 000 
14,  833, 372 
64, 006,  078 
43,  842,  570 
30,  271,  518 
779,  418 
23,  777, 172 
16,  588,  751 
76, 669,  706 
46, 989, 137 
29, 881, 000 


47, 140, 380 
33, 096, 980 


31, 632,  795 
29, 832, 000 
35, 332, 172 
64, 329,  413 

9, 315, 030 
24, 945, 000 
106, 302,  544 
12, 744,  111 

6, 108, 212 
88,  803,  000 
20,  711,  020 
64,  470, 329 
45, 875, 180 
29, 314, 320 

2,409,611 
28, 195, 838 
20, 203,  428 
84,  639,  468 
58,  558, 198 
30,  083, 000 


56,  654, 383 
35,  446,  777 


30, 672, 839 
36,  698, 000 
40,  456,  539 
70, 078, 972 
10, 695, 058 
24,  512, 000 
138,  520, 429 
14,  778, 005 

6,  569, 547 
93, 398, 000 
28, 141, 970 
79, 971, 841 
52, 890, 301 
31, 393, 833 

4, 310, 363 
31,397,592 
28, 149,  714 
98,  523,  647 
72, 379, 057 
31, 154, 000 


68, 182, 332 
36, 417, 125 


660,  570, 216 

1,264,962,000 
52.2 


723, 230, 379 

1,353,214,000 
54.2 


755, 729, 010 

1,402,228,000 
53.8 


766, 070, 179 

1,386,645,000 
55.2 


885, 905, 829 

1,605,613,000 
58.8 


1,029,291,164 

1,677,709,000 
61.3 


•  Sun  and  Atlantic  reported  net  production.    Calculated  into  gross  by  adding  H-    See  Sun  and  Atlantic 
letters. 

2  Sohio  reported  net.    WBWS  calculated  gross  by  adding  Vi. 
'  Royalty  oil  from  joint  wells  included  in  purchases.  No.  3. 

*  Bureau  of  Mines,  Minerals  Yearbooks,  1943  and  1944. 

TNEC  percentages:  1926,  46.3  percent;  1931,  51.1  percent;  1935,  54.5  percent;  1936,  53.3  percent;  1937,  62. 5 
percent  (vol.  14A,  table  Q,  p.  7714). 
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Table  3. — Domestic  crude  oil  purchased 

[42-gallon  barrels] 


1939 


1940 


1941 


1942 


1943 


1944 


Answers  to  questionnaire: 

Cities  Service 

Pure -. 

Tide  Water 

Socony— 

Rictifield 

Standard  (New  Jersey) . .  - 

Humble 

Skelly 

Midcontinent - 

Shell - 

Sun 

Gulf 

Phillips 

Continental 

Standard  (Ohio). 

Union 

Atlantic 

Texas 

Standard  (Indiana) 

Sinclair  i 

From  Standard  Poor's:  Stand- 
ard (California) 


26, 430, 000 
18, 257, 000 
34,  784, 000 
52,  695,  361 

9, 359, 722 
35,431,000 
88, 286, 718 

6, 839, 018 

3, 168,  328 
49, 030, 000 
26,  745,  794 
45, 893, 324 
21, 265, 897 
16, 357,  235 
24, 692, 700 

8,  243,  763 
31, 978, 528 
61, 487, 136 
76, 745,  723 
45, 125, 000 

31, 400, 077 


32,474,000 
20, 026, 000 
34, 162, 988 
62, 972,  568 

9, 460, 108 
43, 916, 000 
86, 168,  425 

7, 718, 649 

3, 443, 267 
51, 418, 000 
38, 930, 424 
49, 442, 690 
23,  451,  443 
21,  200, 970 
31,  735,  496 

8,  565,  586 
34, 876, 998 
54, 998, 842 
97, 434, 711 
64, 489, 000 

32, 107, 034 


28, 945, 000 
18,965,000 
33,024,057 
69, 508,  599 

9, 263,  568 
51, 407, 000 
91,  798, 689 

9, 047, 252 

3,  499, 924 
56,  690, 000 
38, 141, 194 
51, 897, 121 
26, 367,  233 
25, 307, 471 
38, 843,  549 

6,  744, 654 
36,  265,  586 
61, 842, 431 
98,  461, 548 
52,  256, 000 

32, 665, 939 


26, 694, 000 
20,  742, 000 
30, 471, 677 
63,090,969 
12,  298, 773 
73, 053, 000 
79,  575,  319 
8,  719, 184 
2, 853, 027 
62, 986, 000 
40,  238, 834 
68, 772, 855 
28, 113, 644 
24, 977, 439 
37, 657, 330 
7, 012,  590 
24,  767,  751 
66, 833,  495 
102, 060, 693 
62, 307, 000 

41, 441, 688 


29, 264, 000 
20, 979, 000 
38, 429, 809 
68, 002, 106 
13, 714, 380 
87, 804, 000 
102, 691, 942 
9, 341, 081 
4, 827, 130 
66, 841, 000 
59, 617,  542 
72, 782, 275 
27, 475, 599 
23. 169,  747 
32, 347,  243 
8,  703,  779 
31,016,613 
59, 480, 560 
110,  214, 931 
67,  211, 000 

43,  378, 063 


47, 528, 000 
24, 852, 000 
41, 072, 166 
82, 598, 468 
14,  356, 314 
108, 550, 000 
141, 488,  432 
11, 103, 337 
7, 330, 663 
74,118,000 
81, 839,  541 
82, 097,  206 
27, 401, 981 
23, 183, 192 
31, 976, 666 
9, 408, 240 
42, 091, 372 
63,  714, 574 
126,  467,  781 
72,  491, 000 

44, 338, 078 


Total 703,216,323   798,973,072  810,931,715   853,656,168   977,190,790    1,157,996,001 


1  Includes  royalty  oil  included  under  item  1. 

TNEC  purchases— Same  companies  with  exception  of  Standard  (California):  1929,  490,405,000  barrels, 
1930,  479,640,000  barrels;  1931,  467,104,000  barrels;  1932,  486,589,000  barrels;  1933,  486,365,000  barrels;  1934, 
472,240,000  barrels;  1935,  520,913,000  barrels;  1936, 590,944,000  barrels;  1937, 704,259,000  barrels;  1938,  661,828,000 
barrels  (vol.  14  A,  table  H,  p.  7716). 


Table  4. — Stocks  of  crude  oil 
[In  42-gallon  barrels  on  Dec.  31  of  each  year] 


1939 


1940 


1941 


1943 


1944 


Answers  to  questionnaire: 

Cities  Service 

Pure — 

Tide  Water 

Socony 

Richfield 

Standard  (New  Jersey) .  -  - 

Humble 

SkeUy 

Mid-Continent 

Shell 

Sun 

Gulf.- 

PhiUips 

Continental 

Standard  (Ohio) 

Union 

Atlantic 

Texas 

Standard  (Indiana) 

Sinclair 

Total 

United    States   total   stocks, 
Dec.  31 

Major  company  percentage.  - . 


307,000 
259, 000 
255, 000 
850, 158 
346, 699 
370, 000 
6189, 700 
^21, 671 
685, 639 
102, 000 
519,  379 
884,  343 
430,  572 
172, 433 
780,  723 
833,  745 
789, 012 
396, 036 
712, 214 
308, 000 


5, 324, 000 

2,  763, 000 

10, 260, 000 

26, 716, 822 

1,  836, 850 

14, 161, 000 

7, 988, 000 

921, 996 

2, 814, 344 

8, 885, 000 

6, 300, 143 

14, 368, 723 

6, 233, 096 

9, 020, 177 

4, 323, 028 

11, 145, 317 

6,  734, 083 

28,  971,  358 

33, 170,  727 

15, 278, 000 


5,  287, 000 

4,  207, 000 
9,355,000 

25, 933,  794 
3, 090, 947 

11, 175, 000 
6, 900, 300 
466, 486 
3, 132, 140 
9, 816, 000 

6,  422, 105 
13, 039,  626 

5,  263, 952 

7,  309,  640 
3,  282,  724 

10,  544,  981 
7,  207, 842 
23,  568,  635 
31,  274, 675 
12,  HI,  000 


4, 735, 000 

3,  758, 000 

8, 108, 000 

24, 412, 033 

3, 489,  295 

9, 359, 000 

12, 373,  700 

381,011 

2,  775, 290 

9, 830, 000 

8, 442, 202 

14,  775, 104 

6,  744, 817 

6, 278, 229 

3, 904, 229 

7, 839,  968 

6,  '/49, 715 

24,  532,  861 

31, 907, 511 

10, 715, 000 


6, 614, 000 
5,  210, 000 
6, 510, 000 

22,  486,  610 
1, 391,  968 

15, 358, 000 

8,  488, 300 

716,  447 

3,099,169 

12, 048, 000 
7, 883,  642 

15, 959,  683 
8, 171, 929 
5,  464,  384 
6, 223, 051 
8, 003,  542 
7,  557, 126 

22, 020, 187 

26, 132, 053 

10, 848, 000 


9,  720, 000 
5, 286, 000 
6,  247, 000 

24,  690,  484 
1, 018, 577 

13, 664, 000 

8, 008, 000 

612, 826 

2, 829,  207 

11, 099, 000 
7, 348, 070 

12,  616, 685 
6, 007, 845 
4, 456,  641 
5, 690, 780 
3,  451,  319 
6, 419, 380 

16,  628, 867 

22, 860, 102 

10, 611, 000 


192, 913, 324 

253,  308, 000 
75.7 


216, 215,  664 


276,  616, 000 
78.1 


199, 377, 847 

267, 678, 000 
77.3 


200, 110, 965 

245, 754, 000 
81.' 8 


199, 186, 981 

249, 404, 000 
79.8 


179, 265, 753 

226, 969, 000 
78.9 


?•  TNEC  percentages:  1926,  73.8  percent;  1931,  77.4  percent;  1935,  88.1  percent;  1936,  91.6  percent;  1937,  96.5 
percent  (vol.  14A,  table  I,  p.  7716). 
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Table  5. — Crude  runs  to  stills 

[42-gallon  barrels] 


Answers  to  questionnaire: 

Cities  Service 

Pure 

Tide  Water 

Socony 

Richfield 

Standard  (New  Jersey) . . 

Humble. 

Skelly... 

Mid  Continent--. 

SheU 

Sun- 

Gulf 

Phillips— 

Continental 

Standard  (Ohio) 

Union 

Atlantic. 

Texas _ 

Standard  (Indiana) 

Sinclair 

From  Standard  Poor's: 
Standard  (California) 

Total 

United  States  total  runs 
to  stills  1... 

Major  company  percentage^.. 


1939 


35, 744, 670 
27,  564, 000 
40, 821,  557 
99, 832, 938 
18, 409, 373 
86,  536, 000 
55, 757, 800 
7,649,962 
10, 174, 871 
78, 941, 000 
29, 956, 005 
81,  595,  344 
17,  300,  349 
14, 031, 834 
18, 029,  595 
24, 499, 468 
37,  269,  372 
100, 007, 427 
96, 698,  354 
69, 627, 000 

50, 817,  536 


1,001,264,355 

1,237,840,000 
80.9 


1940 


36, 402, 405 
29,  542, 000 
42,567,177 
111,  485,  297 

18,  287, 653 
85,  334, 000 
59,  224, 000 

7, 856,  321 

9, 824, 775 

79,  308, 000 

37, 926. 705 

90,  586, 666 

19,  309, 953 
15, 098,  206 
21, 132,  595 
24, 177, 001 
37, 834,  251 

101, 017, 871 
105,  715,  300 
68.011,000 

51, 715,  526 


1,052,361,702 

1,294,162,000 
81.3 


1941 


37, 675,  749 
32, 416, 000 
43,  310, 743 
120, 448, 081 
19, 122. 320 
97, 313, 000 
69, 586, 000 
8,936,239 
10, 648, 350 
80,  213, 000 
39,  229, 869 
99, 683, 107 
22,  337, 629 
17, 703, 754 
25,  581,  548 
26, 047, 427 
41, 342, 079 
113, 131, 108 
112,  662. 151 
74, 937, 000 

57, 129, 421 


1,149,404,575 


1,409,192,000 
81.5 


34, 630,  266 
33, 383, 000 
39, 326. 016 
114, 068, 628 
20. 456, 463 
84,  203, 000 
61,  674, 100 
9, 491,  225 
9, 865,  588 
84, 099, 000 
33,  311, 306 
82,  300, 941 
24, 987, 139 
17,  544, 093 
24, 812, 286 
30, 160,  401 
25. 486, 095 
98. 893,  593 
105. 148, 290 
71, 163, 000 

67, 488, 992 


1,072,493,422 

1,334,103,000 
80.4 


1943 


33, 611, 928 
31, 612, 000 
47, 780, 615 

122,  405, 236 
24, 757,  581 

100, 312, 000 
70, 169, 500 
9, 498, 406 
9. 720,  367 
89,  216, 000 
41, 964. 384 
87,  787, 625 
26, 306,  651 
17, 623,  284 
25, 890, 607 
34, 230, 408 
34,  280,  758 

108,700,428 

108, 626, 084 
77, 901, 000 

82, 311,  528 


1,184,707,390 

1,429,738,000 
82.8 


52, 960, 042 
36,  232, 000 
54,  294,  579 

136, 855,  598 
25,  597,  789 

131, 664, 000 
82, 622, 200 
10, 320, 019 
10,  556, 346 

101, 318, 000 
54, 777, 107 

103, 903, 941 
27. 553, 673 
19,124,983 
27, 409, 119 
42, 082, 346 
40, 646, 484 

125, 912, 605 

115,458,954 
95,  343, 000 

89, 407, 264 


1,384,021,049 

1,665,684,000 
83.2 


'  Bureau  of  Mines— Mineral  Year  Books,  1943  and  1944,  p.  3. 

TNEC  percentages:  1926,  71.2  percent;  1931,  81.4  percent;  1935,  82.3  percent;  1936,  82.6  percent;  1937,  82.6 
percent  (vol.  14A,  chart  XXI,  p.  7734). 

Table  6. — Motor  fuel  manufactured 

[42-gallon  barrels] 


1939 


1940 


1941 


1944 


Answers  to  questionnaire: 

Cities  Service 

Pure 

Tide  Water 

Soconv 

Richfield 

Standard  (New  Jersey).. 

Humble 

Skelly 

Mid  Continent 

Shell 

Sun 

Gulf 

Phillips 

Continental 

Standard  (Ohio) 

Union 

-Atlantic 

Te.xas 

Standard  (Indiana) 

Sinclair.. 

Total 

United  States  total 
manufactured ' 

Major  company  per- 
centage..  


282, 871 
874, 000 
048, 000 
636, 139 
014, 613 
492, 000 
554, 097 
684. 959 
143, 680 
530. 000 
413. 970 
150,061 
290, 115 
233. 938 
216, 452 
642, 427 
631, 248 
029, 147 
868, 183 
774, 000 


16. 035,  584 
14,  694, 000 
17,  276, 000 
47, 962,  512 

7, 626,  547 
30, 479, 000 
18, 708, 840 

4, 758, 406 

4, 923, 036 
39, 060, 000 
16, 907, 310 
38,  709, 173 
15, 653, 468 

8, 954, 353 
11, 933, 690 

7, 499,  378 
14,  263, 655 
51, 907,  353 
51, 354. 017 
32, 276, 000 


17, 156, 036 
16, 167, 000 
18, 891, 000 
51, 953, 922 

7, 065,  378 
35. 700, 000 
23,  374, 659 

5, 831, 129 

5,  220, 815 
41, 868, 000 
19,  542, 186 
42, 778, 619 
17, 620. 306 
10,  793, 190 
13,  593,  357 

7,  302, 347 
15, 121, 635 
61,  758, 848 
54, 484,  513 
36. 693. 000 


15,  305.  345 
14, 307, 000 
16, 806, 000 
43,  698, 921 

7, 238,  660 
26,  355, 000 
14, 890, 885 

5, 500.  216 

4, 171, 611 
41,  212, 000 
13.  516,  377 
33, 892,  710 
16, 675, 459 
10, 192,  531 
12. 134,  214 

7, 172, 864 
10, 266,  516 
48, 666, 007 
45, 013, 927 
30,  552, 000 


13, 764, 802 
12, 989, 000 
18, 983, 000 
44, 837, 892 

6,  692, 546 
23, 008, 000 
13,  504, 814 

5, 316, 946 

3, 948,  557 
42,  551. 000 
11. 161,  557 
32, 485, 411 
16, 002, 190 
10, 065, 859 
10, 901, 952 

6,  511,  372 
12,  506, 245 
50, 771,  355 
43, 092.  351 
26.  672. 000 


18, 662, 723 
14, 672, 000 
23, 095. 000 
55,  540.  583 
6,  507, 966 
30, 781, 000 

13,  579, 467 
6. 152, 928 
4.  525, 605 

50, 961, 000 
9, 076, 154 
35, 820, 048 
14, 708, 390 
11,844,369 
12, 369,  381 
8, 886, 009 

14,  554, 209 
64, 125, 854 
44, 006, 600 
30, 458, 000 


443, 509, 900 


450, 982, 322 


502, 915. 940 


417,  568, 743 


406,  716, 849 


470,  276, 686 


611, 043, 000 
72.6 


616,  695, 000 
74.4 


701, 688, 000 
71.6 


608, 900, 000 
68.6 


608, 180, 000 
66.8 


743, 484, 000 
64.6 


1  Bureau  of  Mines  Mineral  Year  Books,  1943  and  1944,  p.  3. 

TNEC  percentages:  1926,  71.3  percent;  1931,  82. 6  Ipercent;  1935,  84.1  percent;  1936,  83.4  percent;  1937, 
83. 8  percent  (vol.  14A,  table  P,  p.  7735). 
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Table  7. — Stocks  of  motor  fuel 
[In  42-gallon  barrels  on  Dec.  31  cf  each  year] 


1939 


1940 


1943 


1944 


Answers  to  questionnaire: 

Cities  Service 

Pure 

Tide  Water 

Socony 

Richfield 

Standard  (New  Jersey)'-. 

Humble 

SkeUy 

Mid  Continent 

Shell 

Sun 

GuK2 

Phillips 

Continental 

Standard  (Ohio) 

Union 

Atlantic 

Texas 

Standard  (Indiana) 

Sinclair-. 

Total 

United  States  total 
stocks  (Dec.  31)3 

Major  company  per- 
centages  


2, 764, 160 

1, 728, 000 

3, 185,  631 

7.  225, 000 

737, 997 

6, 755, 000 

954,  260 

580,  500 

747,  523 

7,  652,  000 
2, 805,  906 
4, 194,  328 
2,011,794 
2. 185,  761 

832, 828 
1,  254,  313 
2, 185,  288 

8,  260, 881 
6,  347, 130 
4,  303, 000 


2, 795,  523 

1,  857, 000 

2,  640,  858 
7, 151, 000 

591, 770 

6,  817, 000 
730, 851 
574,207 
716,  418 

7,  775, 000 
2,  599.  885 
4, 020,  906 
2, 079,  851 
1, 846,  771 

751, 087 
1,  424.  436 
2,003,110 
9, 023, 105 
5.  853. 876 
3, 852, 000 


2,  876,  944 
1, 963, 000 
2,  992,  580 
8,  677, 000 
618, 026 
7,311,000 

1,  429, 954 
891,  614 
928. 465 

8,  987, 000 

2,  427.  666 

5,  272, 441 
2,  258, 388 
2, 419. 957 

968, 009 
1, 010,  398 
2, 152, 047 
10,  371, 130 

6,  540,  551 
4,  297, 000 


2. 102,  811 

1,  395, 000 

1,  532, 099 

6,  776, 000 

1, 366.  208 

4,  586,  000 

984,  811 

575, 106 

494.  564 

9,115,000 

1,  282,  321 

3,  265, 194 
1, 906,  599 
1,  778,  708 

739.  412 
1,  080,  991 

1.  394,  210 
8,  273,  387 

4,  252, 388 

2,  649, 000 


1, 531, 136 
1,  627, 000 

1.  357,  973 
5,  792, 000 

647.  771 

4,  ^21, 000 

628.  215 

736, 084 

452,  752 

8.111,000 

1, 081, 994 

2,  695,  329 

2,  364,  630 

1,  625, 576 
682,  107 
841,  740 

1, 116,  254 
7,  357. 146 

3,  884,  336 

2,  587, 000 


65,711,300 


65, 104,  654 


74,  393, 170 


55, 549,  759 


49, 536. 043 


2, 752,  247 

1, 937, 000 

1,702,919 

6,  236, 000 

773, 626 

4, 765, 000 

348,  514 

757.  476 

800, 114 

9.  478. 000 

1. 170,  308 

3. 007,  585 

1,  874,  627 

1, 504,  562 

990, 116 

1.016,055 

1, 605, 348 

7, 143, 015 

4,  076,  256 

3, 380, 000 


49,  318,  768 


81,  722, 000 
80.4 


83,  647, 000 
77.9 


90,  688, 000 
82.0 


75, 404, 000 
73.6 


75,  327, 000 
65.7 


86, 830, 000 
56.8 


1  Includes  some  special  products. 
'  Includes  aviation  gasoline. 
» Minerals  Year  Books. 

TNEC  percentages:  1926,  84.7  percent;  1931,''91.1  percent;  1935, 
flO.O  percent  (vol.  14A,  table  I,  p.  7716). 


1.4  percent;  1936,  88.2  percent;  1937 
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Table  8. — Aviation  gasoline  manufactured 

[42-gallon  barrels] 


Answers  to  question- 
naire 

1939 

1940 

1941 

1942 

1943 

1944 

Cities  Service... 

100  and  up. 
Up  to  99 

3, 484,  588 
778  536 

238,766 

809, 254 

Pure 

100  and  up. 
Up  to  99 

301  000 

35,000 
2, 962, 000 

785, 000 
8,  697, 000 
2, 754,  000 
2,  596,  276 

482, 081 
10, 106, 000 

6, 847, 971 
1, 360, 766 

93,000 
5, 005, 000 
931,000 
14, 648, 000 
3, 940, 000 
4,  515, 328 
575,  209 
17,685,000 

10,067,797 
3, 081, 860 

Tide  Water    

100  and  up_ 
Upto99.... 
100  and  up. 
Up  to  99-..- 
100  and  up. 
Up  to  99.... 
All 

90,000 
19,000 
645,  000 
50,000 
14,100 
9,041 
1, 720, 000 

549,290 
879, 174 

363, 000 
107, 000 

1, 081, 000 
148, 000 
370,  768 
214,  903 

2, 071,  000 

1, 6.37, 315 
476,  891 
None 
None 

1,  932, 000 

1, 189, 000 
585,  000 

2,714,000 
609, 000 

1, 085,  024 
191,653 

4,  665, 000 

4,023,827 
2,  685,  827 

45,000 
46,000 
24, 000 

Richfield 

Standard  (New  Jer- 

4,787 
1, 872, 000 

372,  827 
1, 335, 028 

sey). 
Humble ' 

100  and  up. 
Up  to 99.-.. 

Skelly 

Mid-Continent 

Shell 

100  and  up. 
-  do  .    .. 

306,000 

589,000 

5,  958, 000 

1, 975,  962 

182, 770 

232,  772 

1,  713,  278 

1,  394, 803 

837,  253 

9,  753, 000 
4,  228, 134 

1,  220,  951 
1, 405, 468 

2,  699,  248 
4, 338, 336 

491,  641 

17, 468, 000 
9  464  352 

Sun      .  

Up  to  99 

1  746  141 

GuU.... 

100  and  up. 
Up  to  99...- 
100  and  up- 
Upto99 

3, 086 

394,  693 

35,245 

12,265 

566, 602 

51, 435 

79 

415,  603 

1, 090,  691 

938,  563 

17, 490 

4,  243,  975 
3, 046, 232 
1, 696,  237 
5, 132, 067 

Phillips 

Continental 

100  and  up. 
Up  to  99.... 

959,708 

3,535 

38,711 
208,502 
168,  812 
391,  234 
476,  689 

3,573 

729,  988 

513, 943 

576,  203 

764,  258 

517, 000 

543,  735 

2,  250,  961 

2,  455, 691 

414 

2, 626,  815 

873, 000 

576, 000 

Standard  (Ohio)  

100  and  up. 
Upto99 

1,256  240 

680,  417 

Union 

100  and  up. 
Upto99...- 
100  and  up- 
Upto99 

53, 635 
21, 764 

160,  244 
92,  293 

2,312,650 
2, 886,  297 
2,  654,  552 

Atlantic 

256, 453 

195,  904 

2, 064,  855 

1, 097,  729 

78, 880 

583,  248 

13,  700 

71 

651  977 

Texas 

100  and  up. 
Up  to  99.... 
100  and  up. 
Upto99...- 
100  and  up. 
91to99 

4,298 

432, 365 

242 

220,597 

143,  753 
548, 100 
106,  900 
330,  775 

258,557 
747, 687 
171,768 
413, 679 
44, 800 
1,154 

7, 688, 456 
1,  756, 374 
7,  738, 319 
2, 139, 182 
4, 164, 000 

Standard  (Indiana).. 
Sinclair 

2, 160, 000 

Totals 

5,  352, 621 

6, 399,  913 

12,  757,  941 

35, 600,  270 

74, 003,  607 

144, 951, 494 

Total    United 

1 9, 400, 000 
56.9 

214,700,000 
43.5 

2  21,100,000 
60.4 

2  54,526,000 
65.0 

2106,223,000 
69.6 

2 196, 383, 000 

States     pro- 
duction. 
Major       com- 

73.8 

panypercent- 
ages. 

1  Census  of  Manufactures  for  1939. 

2  Bureau  of  Mines,  Mineral  Market  Report  No.  MMS  1360. 
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Mr.  Hardey.  Mr.  Chairman,  may  I  ask  the  witness  a  question, 
please  ? 

The  Chairman.  Yes. 

Mr.  Hardey.  It  has  nothing  to  do  with  those  figures,  but  it  has 
come  up  recently  down  in  our  country.  You  heard  Mr.  Brown  testify 
a  while  ago  about  the  advances  made  in  the  matter  of  utilizing  prop- 
erties for  the  purpose  of  recycling  and  other  conservation  matters, 
in  our  southern  fields,  particularly  in  gas  distillate  fields. 

I  have  been  informed  recently  that  the  Justice  Department;  has 
agents  or  investigators  investigating  the  legality  of  their  voluntary 
agreements  entered  into  by  the  operators  of  various  fields  for  the 
purpose  of  furthering  these  conservation  projects.  I  would  like  to 
ask  if  you  have  knowledge  of  the  purpose  of  the  policy  of  the  Justice 
Department  in  making  such  investigations,  with  the  possible  view 
of  violation  of  the  antitrust  laws.    Do  you  have  any  such  knowledge? 

Mr.  Snyder.  I  know  of  a  specific  investigation  of  a  very  small 
unit  operation  as  a  result  of  a  specific  complaint.  As  an  over- all 
picture,  we  are  not  investigating  unit  operations  or  cooperative  efforts 
on  production. 

Mr.  Hardey.  I  asked  that,  Mr.  Chairman,  for  the  reason  that  in 
my  opinion  any  such  investigations  and  even  the  mere  mention  of 
an  investigation  acts  as  a  deterrent  on  operators  getting  together  to 
serve  a  common  good  and  a  common  purpose  in  the  furthering  of 
conservation. 

The  Chairman.  Mr.  Hardey,  I  assume  that  we  will  all  have  to 
agree  that  if  a  citizen,  even  an  oil  operator,  should  make  a  protest 
or  complaint  to  the  Department  of  Justice  which  on  its  face  seems 
to  be  within  the  prohibition  of  the  law,  then  the  Department  of  Jus- 
tice has  no  recourse  other  than  to  investigate  that  complaint. 

Mr.  Hardey.  I  am  delighted  to  have  him  state  to  me  that  that 
investigation  is  a  result  of  that.  We  were  fearful  that  it  was  a  policy 
of  the  Department  of  Justice  actively  to  get  after  these  agreements 
on  unitization. 

Senator  Moore.  You  just  want  to  keep  a  watch  on  him? 

Mr.  Snyder.  We  are  not  as  bad  as  you  thought  we  were  ? 

Mr.  Hardey.  I  am  just  asking  that  question  as  a  matter  of  infor- 
mation.    It  has  no  reflection  at  all  on  this  gentleman. 

The  Chairman.  Your  next  witness,  Mr.  Fell,  will  be  Mr.  Bailey  ? 

Mr.  Fell.  He  will  be  Mr.  Bailey,  Mr.  Chairman. 

The  Chairman.  The  committee  will  adjourn  until  10  o'clock  to- 
morrow morning. 

(Whereupon,  at  4 :  35  p.  m.,  an  adjournment  was  taken  until  10 
a.  m.,  Wednesday,  March  20,  1946.) 
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WEDNESDAY,  MARCH  20,   1946 

XJnitH)  States  Senate, 
Special  Committee  Investigating  Petroleum  Resources, 

Washington^  D.  G. 

The  special  committee  met,  pursuant  to  adjournment,  at  10  a.  m.,  in 
room  318,  Senate  Office  Building,  Senator  Joseph  C.  O'Mahoney 
(chairman)  presiding. 

Present:  Senators  O'Mahoney (  chairman),  Moore,  and  Willis. 

Also  present :  Henry  S.  Eraser,  chief  counsel  to  the  committee. 

Appearances:  (The  same  as  heretofore  noted,  with  the  following 
addition:) 

Charles  B.  Rayner,  petroleum  adviser.  Department  of  State. 

The  Chairman.  The  committee  will  please  come  to  order. 

Mr.  Fell,  are  you  ready  to  proceed  ? 

Mr.  Fell.  Yes,  Mr.  Chairman ;  we  are  ready  to  proceed.  Mr.  Bailey 
will  be  our  next  witness. 

STATEMENT  OF  0.  C.  BAILEY,  EL  DORADO,  ARK. 

Mr.  Bailey.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  O.  C.  Bailey.  I  reside  in  El  Dorado,  Ark.,  and  I  am  an  in- 
dependent producer  of  oil  and  gas.  I  have  been  continuously  engaged 
as  such  for  the  past  23  years,  operating  my  own  properties.  From 
1937  to  1939  I  was  chairman  of  the  Arkansas  Board  of  Conservation. 
With  the  passage  of  our  present  conservation  law  in  1939  I  became 
chairman  of  the  Arkansas  Oil  and  Gas  Commission  and  have  served 
in  that  capacity  to  the  present  time.  During  the  period  of  World 
War  II,  1942  to  1945,  I  served,  under  appointment  by  the  Petroleum 
Administrator  for  War,  as  a  member  of  the  National  Conference  of 
Petroleum  Regulatory  Authorities.  For  several  years  I  have  repre- 
sented the  Governor  of  Arkansas  on  the  Interstate  Oil  Compact  Com- 
mission. 

I  shall  attempt  to  portray  to  the  committee  conditions  as  they  exist 
in  the  producing  end  of  the  petroleum  industry  and  particularly  as 
they  affect  the  independent  operator  who  produces  oil  and  gas  and 
is  not  engaged  in  transportation,  refining,  or  marketing  of  products. 

There  are  approximately  20,000  such  individuals  and  small  com- 
panies engaged  in  the  search  for,  and  the  development  and  production 
of,  oil  and  gas.  The  percentage  of  total  oil  found  by  this  group  is  not 
easily  determinable,  but  I  think  I  may  safely  say  the  independents 
are  responsible  for  more  than  50  percent  of  the  oil  discovered  in 
the  United  States.  The  record  they  have  achieved  has  contributed 
in  no  small  measure  to  the  economic  and  industrial  progress  of  the 
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Nation,  and  has  been  the  result  largely  of  individual  initiative  oper- 
ating in  a  free  economy. 

Mr.  Fraser.  Do  you  mean  that  half  of  the  oil  that  is  currently  dis- 
covered is  discovered  by  independents,  or  half  of  the  oil  that  has  been 
historically  discovered  was  discovered  by  independents? 

Mr.  Bailey.  The  statement  is  that  over  half  of  the  oil  that  has 
been  discovered  during  the  entire  period  in  the  past  has  been  dis- 
covered by  the  independents.    [Resuming :] 

They  have  the  courage  and  spirit  of  the  pioneer ;  they  either  spend 
their  own  money  on  wildcat  wells  or  obtain  the  cooperation  of  other 
small  and  large  operators  in  the  financing  of  such  wells  with  the  hope 
of  discovery.  They  do  not  have  to  consult  with  others  before  making 
decisions.  For  that  reason,  they  form  a  virile  group  whose  competi- 
tive efforts  produce  results. 

The  CHAiRMAisr.  What  do  you  mean  by  the  reference  to  consulta- 
tion with  others,  Mr.  Bailey  ? 

Mr.  Bailey.  An  individual  operator  does  not  have  stockliolders. 
In  other  words,  he  manages  his  own  business.  When  the  proposition 
is  put  up  to  him  in  regard  to  the  drilling  of  a  well  he  makes  up  his 
own  mind. 

The  Chairman.  That  is  the  outstanding  characteristic  of  free  enter- 
prise where  the  man  risks  his  own  capital. 

Mr.  Bailey.  That  is  right,  he  risks  his  own  capital  and  he  nat- 
urally makes  his  own  decisions.     [Resuming :] 

They  glory  in  their  successes  and  they  also  chalk  up  losses  and  dis- 
appointments. If  the  domestic  petroleum  industry  is  to  survive  and 
make  progress  and  continue  as  an  important  element  in  the  national 
economy,  this  pioneering  spirit  must  not  be  dampened,  and  individual 
initiative  must  not  be  killed.  In  formulating  a  national  oil  policy, 
full  recognition  must  be  given  to  these  facts  if  the  stability  of  the 
domestic  industry  is  to  be  maintained. 

The  Chairman.  May  I  interrupt  you,  Mr.  Bailey,  to  say  how 
pleased  I  am  to  have  you  make  a  statement  of  that  kind  ? 

Mr.  Bailey.  Thank  you,  sir. 

The  Chairman.  I  agree  with  you  completely,  that  a  fundamental 
aspect  of  the  national  oil  policy,  or  indeed  of  any  commercial  policy, 
,  should  be  the  encouragement  of  individual  initiative. 

Mr.  Bailey.  That  is  especially  true  in  oil.     [Resuming :] 

During  recent  years,  vast  changes  have  taken  place  in  the  finding 
and  producing  of  oil  and  gas.  Fortunately,  these  changes  have  been 
in  the  interest  of  progress.  A  generation  ago,  our  oil  fields  were 
located  largely  from  surface  indications  and  oil  was  produced  from 
structures  of  shallow  depth". 

The  earliest  wells  were  drilled  in  the  vicinity  of  oil  and  gas  seeps. 
Soon  it  was  observed  that  production  followed  certain  trends  and 
surveying  instruments  were  used  to  keep  new  locations  on  line  with 
completed  wells.  The  next  step  was  the  important  discovery  that 
accumulations  of  oil  and  gas  were  closely  associated  with  anticlinal 
folds  and  locations  were  made  on  the  basis  of  the  strike  and  dip  of 
the  rocks  exposed  at  the  surface. 

As  more  wells  were  drilled  and  the  elevations  of  definite  under- 
ground formations  determined,  the  mapping  of  subsurface  structure 
became  of  increasing  importance,  especially  where  adequate  surface 
exposures  were  nonexistent.     Refinements  in  this  type  of  delineation 
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were  developed  and  microscopic  paleontology  shortly  became  another 
important  tool  in  the  tracing  of  underground  formations  from  well 
to  well. 

Shortly  thereafter,  geophysics  appeared  as  an  integral  part  of 
underground  mapping,  in  the  form  of  the  torsion  balance,  the  seismo- 
graph, the  magnetometer,  and  the  gravity  meter. 

To  further  intensify  the  search  for  favorable  structural  conditions 
and  for  the  purpose  of  locating  productive  horizons  in  holes  drilled 
by  rotary  tools,  devices  were  developed  for  the  constant  analysis  of 
the  circulating  muds  for  indication  of  oil  and  gas.  Electrical  instru- 
ments were  developed  for  determining  the  porosity  and  permeability 
of  the  formations  penetrated,  instruments  also  capable  of  differen- 
tiating between  sands  containing  oil  and  gas  and  those  containing 
water. 

More  recently  devices  have  been  perfected  for  the  use  of  gamma 
rays  and  neutrons  in  locating  the  precise  depths  of  oil  and  gas  hori- 
zons in  well  bores. 

The  Chairman.  May  I  interrupt  to  ask  whether  in  your  opinion 
the  development  of  these  new  techniques  and  new  devices  constitute 
a  handicap  for  the  independent  operator  ? 

Mr.  Bailey.  No.  On  the  contrary,  these  devices  give  aid  and  en- 
couragement. Twenty  or  thirty  years  ago  they  missed  and  passed  up 
oil  sands  in  areas  that  were  drilled  with  the  instruments  they  then 
used,  and  we  go  back  there  now  with  improved  devices  and  discover  oil. 

The  Chairman.  Isn't  it  rather  expensive  business  to  use  the  seis- 
mograph, for  example? 

Mr.  Bailey.  The  seismograph  is  an  expensive  operation,  but  a  num- 
ber of  individual  independents  use  it. 

The  Chairman.  There  must  be  a  lot  of  capital  available  to  use*  that 
device. 

Mr.  Bailey.  Yes,  to  use  the  seismograph,  because  it  is  a  rather  ex- 
pensive proposition  to  keep  the  seismograph  in  the  field. 

The  Chairman.  Does  the  independent  use  the  seismograph  ? 

Mr.  Bailey.  He  does.     Many  of  them  do. 

The  Chairman.  It  must  be  those  who  are  equipped  with  capital. 

Mr.  Bailey.  With  ample  capital,  that  is  correct. 

The  Chairman.  Does  that  have  the  effect  of  making  it  necessary  for 
the  independent  to  have  a  larger  amount  of  capital  than  formerly? 

Mr.  Bailey.  He  does.     He  can  operate  better  with  larger  capital. 

The  Chairman.  Could  you  compare  the  minimum  amount  of  capital 
needed  now  for  an  independent  to  start  an  exploratory  program  with 
the  minimum  amount  that  was  necessary,  say,  20  or  25  years  ago  ? 

Mr.  Bailey.  It  requires  more  capital,  for  the  reason  that  wells  are 
deeper  now,  and  also  the  structures  that  were  located  in  the  early  days 
on  surface  indications  of  oil  have  all  been  drilled  up.  In  searching  for 
the  deep  reservoirs  it  costs  more  money.  It  takes  more  money  than 
it  did  years  ago. 

The  Chairman.  Would  it,  in  your  judgment,  be  necessary  in  formu- 
lating a  national  oil  policy  to  take  that  fact  into  consideration,  if  one 
wants  to  set  up  conditions  that  will  encourage  the  independent  opera- 
tor and  keep  him  in  business  ? 

Mr.  Bailey.  I  think  so. 

Mr.  Jacobsen.  I  might  say,  if  I  might  interrupt,  the  seismographs, 
and  all  of  the  other  physical  methods,  are  available  to  anybody  who 
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wants  to  hire  them.  In  other  words,  the  independent  producer  need 
not  maintain  a  seismograph  crew  of  his  own;  he  can  hire  one  for  a 
week  or  two  weeks  or  a  month. 

The  Chairman.  The  same  condition  exists  there  that  exists,  for 
example,  in  the  use  of  the  gamma  rays  ? 

Mr.  Jacobsen.  Quite  right. 

The  Chairman.  And  an  independent  operator  does  not  have  to 
equip  himself  necessarily  with  these  instruments  and  devices  ? 

Mr.  Jacobsen.  Quite  right. 

The  Chairman.  The  development  in  the  industry  has  been  such 
that  they  are  available  from  organizations  which  devote  their  entire 
attention  to  the  use  of  these  instruments  ? 

Mr.  Jacobsen.  Quite  right.  Those  services  are  so  efficient  and  gen- 
erally desirable  that  many  companies  which  could  quite  well  afford 
to  do  it  prefer  to  hire  them.  For  instance,  our  company  could  have 
its  own  gamma  ray  outfit,  but  it  is  simpler  and  cheaper  for  us  to 
hire  the  people  when  we  need  them. 

The  Chairman,  Would  it  be  possible  to  secure  for  the  record  a 
list  or  at  least  an  approximation  of  the  number  of  organizations 
which  undertake  to  perform  these  services  ? 

Mr.  Jacobsen.  That  can  be  got  together.  I  do  not  think  we  have 
it  ready,  but  it  can  be  compiled. 

The  Chairman.  I  think  it  would  be  helpful  to  the  committee  if 
it  could  be  done. 

Mr.  Jacobsen.  I  would  like  to  mention  this,  while  we  are  on  the 
subject.  Even  the  larger  companies,  which  have  a  number  of  seismo- 
graph crews  of  their  own,  frequently  supplement  their  own  crews 
with  hired  crews,  I  mention  that  to  indicate  that  those  crews  are 
just  as  competent  and  just  as  reliable  in  their  findings  as  the  crews 
used  by  the  large  companies. 

Mr.  Fell.  I  might  make  this  observation,  too,  Mr.  Chairman,  that 
Mr.  Becker  will  go  into  that  in  his  paper.  He  will  show  these  costs 
have  gone  up  very  greatly,  and  there  is  only  one  answer  to  it,  that  is, 
to  have  more  money  per  barrel  for  oil  in  order  to  get  the  money  to 
meet  these  increased  costs. 

The  Chairman.  Is  the  OPA  around  today  ? 

Senator  Willis.  Mr.  Bailey,  you  made  a  very  important  statement 
here,  showing  the  relative  importance  of  independents  in  the  pro- 
ducing field,  showing  it  was  necessary  for  the  stability  of  the  indus- 
try. In  your  opinion,  what  part  have  they  played  in  the  develop- 
ment of  these  facilities?  Have  the  independents  produced  many  of 
these  things,  as  much  as  the  large  corporations? 

Mr.  Bailey.  In  fact,  many  of  these  instruments  were  developed  by 
independents.  For  instance,  the  first  device  for  testing  a  well  with- 
out running  a  string  of  a  casing — we  call  it  a  drill  stem  testing  tool — 
was  developed  by  an  independent  operator.  Many  of  these  instru- 
ments have  been  developed  by  the  independents. 

Senator  Willis,  Due  to  the  fact  they  had  to  conserve  their  own 
dollars? 

Mr.  Bailey.  That  is  right.    It  is  just  a  case  of  individual  initiative. 
Senator  Willis,  That  is  more  prominent  in  the  independents  who 
have  had  to  invest  their  own  capital  than  it  is  in  the  case  of  one  of 
the  large  industries;  is  that  right? 
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Mr.  Bailey.  Well,  it  would  be  hard  to  generalize  on  the  statement, 
but  it  is  true  in  many  instances. 

Mr.  Jacobsen.  Maybe  I  could  get  a  little  ad  for  myself  in  here. 
The  Senator  asked  whether  or  not  these  instruments  have  been  de- 
veloped largely  by  independents  or  majors.  The  most  important  in- 
strument, the  one  that  has  found  the  greatest  number  of  oil  fields, 
is  the  reflection  seismograph  that  was  developed  by  the  company 
I  represent.  "We  are  independents.  I  wanted  to  get  that  into  the 
record. 

The  Chairman.  Let  us  get  the  name. 

Mr.  Jacobsen.  What  I  say  is  right,  isn't  it,  Mr.  Fell  ? 

Mr.  Fell.  That  is  right. 

The  Chairman.  Let  us  finish  the  plug.  Put  the  name  of  the  com- 
pany in  the  record. 

Mr.  Fell.  The  Amarada  Petroleum  Corp. 

Captain  Franchot.  Mr.  Chairman,  I  think  somebody  ought  to 
speak  up  on  behalf  of  the  engineering  profession,  because  many  of 
these  things  have  been  done  by  independent  engineers. 

Senator  Willis.  Employed  both  by  independents  and  majors? 

Captain  Franchot.  Sometimes  on  their  own,  sometimes  employed 
by  independents,  and  sometimes  by  majors.  I  am  not  an  engineer, 
but  I  would  like  to  put  this  plug  in  for  that  profession. 

The  Chairman.  I  think  it  would  be  helpful  if  we  had  somebody 
make  a  formal  statement  on  the  record  on  this  phase  of  the  problem. 
I  looked  around  here  for  some  representative  of  the  Geological  Sur- 
vey when  the  point  came  up,  but  they  appear  not  to  be  here  this 
morning.  I  understand  there  is  a  hearing  going  on  in  the  House  on 
the  price  of  crude  oil  this  morning.  That  may  have  drawn  some 
of  our  attendance. 

Mr.  Fell.  I  think,  Mr.  Chairman,  that  Mr.  Bailey  can  probably 
get  this  information  together  within  the  next  24  hours.  Take  the 
Halliburton  Oil  Well  Cementing  Co.  I  can  remember  when  Earle 
Halliburton  cemented  the  first  string  of  casings  and  it  now  is  the 
largest  oil  well  casing  cementing  outfit  in  the  world.  That  was  just 
started  by  a  mechanic. 

The  Chairman.  How  long  ago? 

Mr.  Fell.  About  1923  or  1924,  along  in  there. 

Mr.  Bailey.  Also  in  the  late  twenties  there  was  a  drilling  contractor 
in  my  own  town  by  the  name  of  Johnson  who  invented  and  perfected 
the  first  device  for  making  a  drill  stem  test. 

The  Chairman.  Let  me  ask,  Mr.  Fell,  how  large  is  this  largest 
company  in  the  world  that  was  started  by  the  mechanic  23  or  24  years 
ago? 

Mr.  Fell.  I  could  not  say  how  many  million  capital  they  have.  I 
am  not  a  stockholder  in  it. 

The  Chairman.  This  is  not  another  plug  ? 

Mr.  Fell.  No. 

The  CHAiRiiAN.  Well,  you  speak  of  it  as  having  capital  that  can 
be  measured  in  the  millions. 

Mr.  Fell.  Yes.  They  started  with  nothing.  Senator  Moore  re- 
members them.     Earle  Halliburton  started  it. 

The  Chairman.  It  is  a  very  interesting  story.  All  right,  proceed, 
Mr.  Bailey. 
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Mr.  Bailet.  a  generation  ago  the  trained  geologist  Tras  an  oddity 
m  the  oil  industry  and  the  use  of  geophysics  in  oil  finding  little  more 
than  a  dream.  By  the  end  of  1943  a  survey  made  by  the  American 
Association  of  Petroleum  Geologists  revealed  that  irrespective  of 
those  in  the  armed  services,  over  2,500  of  its  members  were  actively 
engaged  in  the  search  for  oil  vrithin  the  United  States.  Approx- 
imately one-half  were  employed  by  larger  companies,  about  one-fifth 
were  associated  with  small  companies,  one-quarter  were  operating  as 
consultants  of-  independents,  and  the  remainder  were  listed  as  mem- 
bers of  geophysical  crews. 

The  independent  oilman  is  definitely  in  step  with  the  trend  to- 
ward scientific  oil  finding  for  he  knows  that  from  the  standpoint  of 
the  industry  and  from  that  of  the  public  which  pays  the  bill,  it  is  a 
good  investment.  In  194-i,  91.5  percent  of  the  4.550  exploratory 
wells  in  the  United  States  were  drilled  either  on  direct  geologic  or 
geophysical  data  or  a  combination  of  both;  21.8  percent  of  the  wells 
so  drilled  were  successful  compared  to  but  8.4  percent  of  successful 
completions  among  the  752  wildcats  drilled  upon  nontechnical  or 
unknown  data. 

In  the  early  days  of  the  industry  the  ratio  of  dry  holes  as  com- 
pared to  discoveries  was  high,  because  many  operations  were  carried 
on  without  the  help  of  scientific  exploration,  and  on  a  hit-or-miss 
basis.  Because  the  wells  were  shallow,  lightweight  machmery  was 
employed,  light  pipe  was  used  to  case  the  wells,  and  the  cost  of  drilling 
and  producing  the  wells  was  comparatively  cheap.  Wage  scales  in 
all  branches  of  the  industry  were  much  lower  than  they  are  now. 
Under  these  conditions  many  prolific  shallow  fields  were  discovered. 

As  these  fields  became  depleted,  the  search  for  oil  at  constantly  in- 
creasing depths  continued.  The  increased  depth  has  resulted  in  an 
increase  in  the  cost  of  drilling  per  foot,  as  well  as  additional  footage 
drilled.  The  costs  of  material  have  increased,  because  more  strings  of 
casing  are  necessary  and  pipe  of  greater  tensile  strength  must  be 
used  to  withstand  heavier  pressures.  High  pressure  control  equip- 
ment is  necessary  to  produce  the  wells  and  heavier  and  more  costly 
machinery  and  transportation  equipment  is  needed  to  carry  on  oper- 
ations. 

During  the  period  when  these  shallow  fields  were  developed,  it 
was  the  practice  to  produce  the  wells  at  a  rapid  rate  and  the  rate  of 
production  was  controlled  only  by  the  ability  of  the  purchasers  of 
crude  oil  to  move  the  oil  to  refineries.  Under  these  conditions,  the 
independent  producer  did  not  need  a  large  outlay  of  capital  as  his 
wells  soon  paid  for  themselves,  and  a  comparatively  small  amount  of 
working  capital  could  soon  develop  a  lease  and  at  the  same  time  create 
a  surplus  for  wildcatting  purposes. 

As  the  search  for  oil  continued  at  deeper  depths,  the  problems  of 
the  independent  producer  multiplied.  His  cost  went  up  and  drilling 
and  development  of  deep  wells  called  for  a  greater  outlay  of  capital. 
The  development  of  petroleum  technology  during  this  period  changed 
the  whole  method  of  producing  oil.  It  was  learned  that  if  the  flow  of 
oil  wells  is  controlled,  greater  ultimate  recovery  of  oil  will  be  had. 
The  restriction  of  the  rate  of  production,  while  beneficial  in  the  long 
run,  lengthens  the  time  during  which  an  operator  can  recover  his 
capital. 
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During  this  period  of  transition  in  the  industry,  the  market  demand 
for  oil  accelerated.  The  rapidly  expanding  automobile  industry  cre- 
ated a  need  for  gasoline  and  lubricating  oil.  The  development  of 
other  types  of  internal-combustion  engines  required  Diesel  oil  and 
distillates.  Agriculture  became  mechanized.  Many  power  plants, 
factories,  and  railroads  turned  to  oil  for  fuel.  In  spite  of  the  greatly 
increased  market  demand  for  oil,  the  petroleum  industry  was  able 
to  keep  pace  with  rapidly  expanding  industrial  development  in  this 
country.  By  1920  the  demand  for  petroleum  and  its  products  was 
85  times  as  great  as  it  had  been  in  1870. 

In  the  midst  of  this  expansion,  we  entered  World  War  I  in  1917.  _  It 
was  quickly  realized  that  the  United  States  would  have  to  furnish 
the  bulk  of  the  oil  needed  to  win  the  war  for  the  Allied  Nations.  This 
it  did,  and  did  it  so  well  that  it  was  said  by  those  in  authority  that  the 
Allies  literally  floated  to  victory  on  a  sea  of  oil.  In  doing  so,  however, 
the  visible  underground  reserves  of  this  country  were  sadly  depleted, 
and  the  United  States  was  faced  with  a  serious  shortage  of  petroleum 
in  the  postwar  period.  Consumptive  demand  exceeded  our  ability  to 
produce.  The  posted  price  of  oil  jumped  to  $3.50  per  barrel  in  the  Mid- 
Continent  area  and  in  some  instances  premiums  of  75  cents  a  barrel 
were  paid  over  and  above  the  posted  price.  Many  in  government  and 
some  in  industry  raised  the  cry  that  we  had  found  most  of  the  oil  in 
this  country,  and  the  only  solution  was  to  employ  American  capital 
in  other  parts  of  the  world  in  search  for  new  petroleum  reserves  so 
as  to  provide  oil  for  American  markets.  The  independent  producers 
who  up  to  that  time  had  discovered  and  produced  a  major  portion  of 
the  oil,  quickly  realized  that  if  this  policy  prevailed,  they  would 
be  subjected  to  unfair  competition  or  put  out  of  business.  They  could 
not  go  into  foreign  lands.  They  learned  that  search  for  oil  in  other 
countries  was  carried  on  under  big  Government  concessions,  and  large 
operating  capital  was  necessary  to  carry  on  operations  on  such  a  scale. 
That  meant  that  only  the  large  integrated  companies  could  produce 
foreign  oil.  They  realized  too,  that  operating  conditions  were  different 
in  other  nations.  Wage  scales  were  lower  and  indiyidual  well  produc- 
tivity generally  higher.  The  foreign  governments  own  the  minerals 
under  their  lands  and  it  is  not  necessary  to  carry  on  competitive  devel- 
opment to  protect  the  property  rights  of  private  owners.  All  of  this 
meant  that  the  foreign  producer  could  produce  oil  and  ship  it  into  this 
country  cheaper  than  the  industry  in  the  United  States  could  produce 
domestic  oil.  They  knew,  then,  that  if  this  were  permitted,  it  would 
sound  the  death  knell  to  the  domestic  producer,  and  make  this  Nation 
dependent  on  foreign  sources  for  its  domestic  supply. 

Then  for  the  first  time  in  over  a  half  century  of  operations  the  in- 
dependent producers  joined  together  to  meet  a  common  problem. 
They  made  the  plea  that  there  was  a  lot  more  oil  to  be  discovered  in 
the  United  States.  They  asked  Congress  to  formulate  a  policy  of 
encouragement  rather  than  discouragement  to  the  producers,  and  it 
is  to  Congress'  everlasting  credit  that  it  heeded  the  plea. 

Soon  after  the  first  World  War,  Congress  took  two  important  steps 
which  have  served  to  stabilize  the  American  petroleum  industry,  and 
to  make  possible  the  discovery  of  immense  oil  and  gas  reserves  which 
was  to  contribute  to  the  welfare  and  security  of  this  Nation  in  the  years 
to  follow. 
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In  1918  Congress  realized  that  if  the  oil  reserves  of  this  country  were 
going  to  be  increased  and  if  productive  capacity  was  to  keep  pace  with 
growing  markets,  the  producer  must  have  some  incentive  to  plow  back 
some  of  his  funds  into  the  business  in  search  for  new  oil  to  replace  that 
which  had  been  produced  and  consumed.  It  realized  that  drilling  wild- 
cat wells  is  a  hazardous  business  and  that  new  reserves  must  be  found 
at  deeper  and  deeper  levels  at  constantly  increased  cost. 

It  was  at  this  time  that  Congress  enacted  legislation  permitting  de- 
ductions for  income-tax  purposes  covering  discovery  depletion,  later 
changing  so  as  to  permit  percentage  depletion  on  the  basis  of  27i/^  per- 
cent of  a  producer's  income  from  sales  of  oil  and  gas,  limited  to  50 
percent  of  the  net  income.  In  1932  it  levied  an  import  tax  of  21  cents 
per  barrel  on  foreign  oil,  thus  alleviating  to  some  degree  the  unfair 
advantage  enjoyed  by  low-cost  foreign  oil.  Prior  to  these  acts  of 
Congress  the  Treasury  Department  in  1917  issued  a  regulation  which 
has  been  enforced  ever  since  that  time,  giving  the  producer  the  option 
to  expense  or  capitalize  intangible  drilling  costs. 

Mr.  Fraser.  Do  you  really  mean  to  say  "unfair  advantage"? 
Would  you  not  just  say  "advantage"  without  the  adjective  "unfair"? 

Mr.  Bailey.  I  think  it  is  an  unfair  advantage  for  it  to  come  in 
competition  with  the  domestic  industry. 

Mr.  Fkaser.  Well,  it  is  an  advantage,  to  be  sure,  but  I  do  not  think 
it  enters  the  realm  of  morals ;  do  you  ? 

Mr.  Bailey.  Well,  that  depends  on  how  you  look  at  it.  Perhaps 
a  person  in  the  oil  business  as  an  independent  would  look  at  it  a  little 
differently  than  you  would. 

The  Chairman.  This  is  the  consumer  speaking  this  morning. 

Captain  Franchot.  If  you  protect  other  commodities  and  other  in- 
dustries, why  could  not  you  protect  this  industry  ? 

Mr.  Bailey.  This  country  has  had  a  tariff  in  years  past  to  protect 
the  manufacturers  in  this  country.    [Resuming :] 

The  independent  producer,  encouraged  by  the  acts  of  Congress  and 
the  Treasury  Department,  and  provided  with  necessary  risk  capital, 
rolled  up  his  sleeves  and  went  to  work.  How  well  he  succeeded  is 
shown  by  the  fact  that  our  reserves  increased  from  less  than 
7,000,000,000  barrels  at  the  close  of  World  War  I  to  over  20,000,000,000 
barrels  at  the  present  time,  although  we  have  produced  and  consumed 
25,000,000,000  barrels  during  this  period.  The  two  decades  from 
1920  to  1940  saw  the  market  for  oil  increased  from  1,000,000  barrels 
per  day  to  nearly  4,000,000  barrels.  The  industry  not  only  met  the 
needs  but  also  managed  to  accumulate  underground  reserves  which 
might  be  used  in  an  emergency,  and  which  would  serve  to  tide  the  con- 
sumer over  periods  when  new  discoveries  might  slow  down. 

The  Chairman.  Perhaps  it  may  be  appropriate  for  me  to  interrupt 
here  to  say  that  one  of  the  reasons  why  I  introduced  the  bill,  which 
became  the  Act  of  December  24,  1942,  providing  for  a  flat  royalty 
of  1214  percent  on  exploratory  Government  leases,  a  flat  royalty  for 
10  years,  was  to  encourage  the  investment  of  risk  capital  and  to  stim- 
ulate the  search  for  new  sources  of  oil.  The  law  has  served  its  pur- 
pose by  stimulating  exploration.  In  my  own  State,  I  think  about 
80,000,000  barrels  of  new  oil  have  been  added  to  the  estimated  reserves. 
That  is  the  reason  I  feel  that  in  the  pending  bill  to  modify  the  leasing 
on  the  public  domain,  there  ought  to  be  a  provision  which  would  con- 
tinue that  policy.     Certainly  the  United  States  never  needed  new 
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sources  of  oil  more  than  it  needs  them  now.  It  never  needed  more  to 
encourage  the  investment  of  risk  capital  than  now.  I  think  a  flat 
121/^  percent  royalty  for  exploratory  leases  upon  the  public  domain 
would  be  a  very  material  step  toward  bringing  about  what  I  conceive 
to  be  desirable  ends. 

Mr.  Bailet.  It  would  encourage  development  in  the  public  land 
States. 

The  Chairman".  Precisely. 

Mr.  Bailey,  (resuming).  In  order  to  accomplish  this  accumula- 
tion, a  sound  conservation  program  was  instituted.  Waste  of  oil  and 
gas  was  reduced  to  a  minimum.  Technical  studies  of  reservoir  per- 
formance were  made.  Petroleum  engineering  introduced  new  meth- 
ods of  drilling  wells,  making  well  completions,  and  then  producing 
the  wells  after  completion. 

It  was  found  that  if  wells  were  properly  produced,  natural  forces 
could  be  utilized  to  increase  the  amount  of  oil  which  would  ultimately 
be  recovered  from  oil  reservoirs.  It  was  found  that  gas  existed  in 
solution  with  oil  in  the  reservoir,  and  that  by  restricting  the  rate  of 
production,  this  gas,  which  was  formerly  allowed  to  blow  out  of  the 
wells  at  rapid  rates,  could  be  used  more  effectively  as  a  propelling 
factor  to  flow  wells  longer.  Many  fields  had  gas  caps  above  the  oil 
and  by  proper  well  completion  and  control  of  rate  of  flow  the  expan- 
sion of  this  gas  prolonged  the  flowing  life  of  the  wells  and  increased 
ultimate  recovery  of  oil  from  the  reservoir.  Many  fields  had  oil 
which  was  backed  up  by  salt  water  which  exerted  a  hydrostatic  pres- 
sure against  the  oil  and  served  to  help  force  the  oil  through  the 
formation  into  the  bore  of  the  well.  The  science  of  petroleum  engi- 
neering developed  the  use  of  these  natural  forces,  and  often  a  com- 
bination of  them,  to  increase  recoveries. 

The  drilling  of  deeper  fields  brought  about  the  discovery  of  im- 
mense natural  gas  fields  along  with  oil  fields  and  the  accumulation 
of  those  natural  gas  reserves  resulted  in  the  building  of  thousands  of 
miles  of  pipe  lines  to  transport  the  gas  to  all  parts' of  the  country. 
Gas  heats  millions  of  homes  and  is  used  as  a  fuel  in  factories  and 
for  the  generation  of  power.  The  producers  of  oil  and  gas  are  en- 
gaged in  a  program  of  real  conservation  of  this  important  fuel. 
Preventable  waste  has  in  a  large  measure  been  eliminated  and  exists 
only  in  a  few  areas.  Reserves  for  future  market  are  maintained  by 
cycling  gas  in  reservoirs  and  extracting  liquid  hydrocarbons,  pre- 
serving the  marketable  gas  for  future  consumption.  Present  natural 
gas  reserves  are  estimated  to  be  sufficient  to  furnish  the  present 
market  requirements  for  a  period  of  over  35  years  even  though  no 
more  gas  were  discovered.  We  are  now  perfecting  techniques  in  the 
synthesis  of  methane  (dry  gas)  into  high  octane  gasoline,  which  can 
approximately  double  the  supply  of  gasoline  available.  But  this 
didn't  just  happen.  It  is  the  result  of  studied  cooperation  by  the 
producers  of  oil  and  gas. 

In  order  that  these  conservation  practices  might  be  carried  on  in 
an  orderly  manner,  and  to  protect  the  correlative  rights  of  land  and 
royalty  owners  and  for  the  protection  of  the  operator  himself,  it  was 
necessary  to  have  legal  regulation.  Conservation  laws  were  passed 
by  the  different  States  having  oil  production.  Regulatory  bodies 
were  established  and  vested  with  discretionary  authority  to  cause 
proper  observance  of  recognized  conservation  practices. 
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These  laws  were  perhaps  not  adequate  at  first  but  they  have  kept 
pace  with  the  developments  in  petroleum  engineering  and  with  im- 
proved methods  of  tlie  production  of  oil  and  gas.  Oklahoma  was  the 
first  State  to  adopt  a  provision  in  its  conservation  laws  requiring  the 
pooling  of  separate  tracts  within  a  drilling  unit.  This  was  an  im- 
portant milestone  in  the  progress  of  conservation.  States  which 
have  adopted  conservation  statutes  since  that  time  have  included  this 
provision  in  their  laws.  It  should  be  included  in  the  conservation 
laws  of  all  oil  producing  States.  This  means  that  each  owner  can 
secure  his  fair  share  of  the  oil  in  the  common  reservoir  without  the 
necessity  of  drilling  a  large  number  of  unnecessary  wells.  It  also 
enables  the  regulatory  authorities  to  maintain  a  better  check  on  the 
performance  of  the  reservoir.  The  formation  of  low-pressure  areas 
within  the  reservoir  is  avoided  and  ultimate  recovery  is  increased. 
This  has  proved  to  be  greatly  in  the  public  interest. 

The  industry  recognized  the  necessity  of  regulation,  because  in  any 
industry  there  are  always  some  elements  which  do  not  recognize  the 
value  of  conservation  and  will  not  cooperate  voluntarily  for  the  com- 
mon good.  The  several  States  which  have  oil  production  should 
regulate  production  within  their  own  borders,  as  they  know  their 
local  problems  better  than  any  centralized  Federal  authority,  and 
this  authority  should  remain  in  the  States. 

For  the  purpose  of  securing  greater  coordination  on  conservation 
practices  between  the  several  States,  the  Interstate  Oil  Compact  Com- 
mission was  authorized  by  Congress  in  the  year  1935.  Originally,  it 
was  ratified  by  six  States  but  the  membership  has  increased  until 
today  17  oil-producing  States  representing  approximately  90  percent 
of  the  natural  gas  and  80  percent  of  the  oil  production  of  the  Nation 
are  members.  It  is  in  fact  a  group  of  sovereign  States  cooperating  to- 
gether on  a  voluntary  basis,  to  help  each  other  solve  their  individual 
problems  relating  to  the  conservation  of  an  irreplaceable  natural  re- 
source. It  also  fosters  an  educational  program  showing  the  need  for 
conservation.  Thousands  of  men  and  women  have  been  made  con- 
scious of  the  conservation  of  oil  and  gas  by  seeing  its  motion  picture, 
Oil  for  Tomorrow.  The  Commission  is  now  publishing  a  book  called 
Oil  in  Your  Future,  which  is  in  truth  a  handbook  on  conservation  and 
should  win  even  wider  public  approval. 

The  Congress  has  materially  aided  the  States  in  the  administration 
of  their  conservation  statutes  by  the  enactment  of  the  Connally  Hot 
Oil  Act. 

In  addition  to  helpful  laws  and  regulations  of  the  Federal  and 
State  governments,  each  operating  within  its  separate  and  proper 
sphere,  the  free  play  of  competitive  forces  within  the  petroleum 
industry  has  evolved  and  firmly  established  procedures  by  which  crude 
oil  is  marketed  and  which  have  not  only  been  helpful  to  the  producer, 
but  have  been  highly  beneficial  to  the  public.  The  preservation  of 
free  competition  among  purchasers  of  crude  oil  is  of  vital  impor- 
tance to  the  independent  producer. 

The  Chairman.  Yesterday,  when  Mr.  Hardey  was  testifying,  I 
asked  him  a  question  or  two  about  markets.  I  would  like  to  ask  the 
same  questions  of  you.  His  response,  as  I  recall,  was  that  principal 
sales  of  the  independents  were  made  to  the  majors.  Is  that  your 
experience  ? 
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Mr.  Baxlet.  Sales  of  producing  properties  by  independent  pro- 
ducers ? 

Mr.  Fell.  The  oil. 

Mr.  Bailey.  You  mean  the  sales  of  the  oil  ? 

The  Chairman.  Yes. 

Mr.  Bailey.  That  is  correct.  I  do  not  know  the  exact  figures,  but 
the  refineries  of  the  country  are  owned  largely  by  the  major  oil  com- 
panies, at  least  a  large  percentage  of  the  refining  capacity. 

The  Chairman.  Is  that  situation  conducive  to  the  best  results  for 
the  producer  ? 

Mr.  Bailey.  It  has  always  been  my  thought  that  we  needed  to 
have  independent  refiners  in  addition.  In  other  words,  we  need  that 
competition  in  the  industrj^ 

The  Chairman.  Well,  the  independent  refiner,  as  a  usual  thing, 
does  not  have  the  gathering  lines  that  are  available  to  the  so-called 
majors,  isn't  that  a  fact  ? 

Mr.  Bailey.  That  is  true.  Their  gathering  systems  are  not  as  ex- 
tensive, as  a  rule. 

The  Chairman.  How  much  of  the  independently  produced  crude, 
from  the  plain  geographical  facts,  must  necessarily  be  delivered  to  the 
pipe  lines  of  the  majors^ 

Mr.  Bailey.  I  do  not  have  the  figures  for  the  Nation  as  a  whole, 
but  I  can  give  you  the  figures  for  my  own  State  of  Arkansas. 

The  Chairman.  I  think  that  would  be  very  interesting. 

Mr.  Bailey.  Our  total  production  of  crude  is  about  78,000  barrels 
per  day  at  the  present  time,  and  about  40.000  barrels,  or  approximately 
one-half  of  it,  is  consumed  by  independent  refiners  situated  in  the 
crude  producing  area  of  south  Arkansas,  and  the  other  one-half  is 
shipped  out  of  the  State,  the  larger  part  of  it  going  to  major  companies. 

The  Chairman.  Sometimes,  of  course,  the  refinery  is  built  close  to 
the  source  of  supply  and  sometimes  it  is  built  close  to  the  market. 

IMr.  Bailey.  That  is  right. 

The  Chairman.  I  think  that,  by  and  large,  my  information  is  that 
the  refineries  of  the  major  companies  are  likely  to  be  found  near  the 
market  and  equipped  with  gathering  lines,  whereas  the  refineries  of 
the  independents  are  likely  to  be  found  close  to  the  sources  of  the 
supply,  and  do  not  have  the  pipe  lines.     Is  that  correct  ? 

Mr.  Bailey.  Generally  speaking,  that  is  correct. 

The  Chairman.  Now,  what  is  the  effect  of  that  situation  upon  the 
independent  in  the  industry  ? 

Mr.  Bailey.  I  think  it  is  highly  beneficial  to  him.  Sometimes  a 
new  field  comes  in — I  know  in  the  past  it  has  been  that  way — and  the 
independent  comes  in  with  his  refinery  and  it  gives  a  market  for  that, 
maybe  in  an  area  where  there  have  been  no  pipe  lines  laid  to  that  area, 
and  somtimes  the  independent  refiners  develop  new  uses,  perhaps,  for 
oil,  and  find  that  the  oil  is  more  valuable  and  the  producers  get  more 
for  their  crude. 

The  Chairman.  Wlienever  oil  is  discovered  and  the  area  is  not 
equipped  with  refineries,  there  is  always  a  public  clamor  for  the  con- 
struction of  refineries  near  the  source  of  supply.  There  is  always  a 
public  reaction  against  the  exportation  of  the  crude  oil  beyond  the 
boundaries  of  the  State  for  refining  in  distant  refineries.  Has  not  that 
been  your  experience  ? 
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Mr.  Bailey.  It  has  happened ;  yes,  sir. 

The  Chaikman.  Then  is  it  true  that  the  independent  refiner  is  the 
one  who  most  eifectively  responds  to  that  thought  in  the  public 
mind  ? 

Mr.  Bailey.  He  does.  I  do  not  know  whether  it  is  caused  by  any 
public  reaction. 

The  Chairman.  I  know  in  my  own  State  there  are  major  refineries 
and  there  are  some  minor  refineries. 

Mr.  Bailey.  Yes.  Well,  in  the  State  of  Mississippi,  which  has  re- 
cently come  into  the  picture  as  an  oil-producing  State,  there  was  some 
clamor  there  for  not  exporting  any  oil  outside  of  the  State.  Of 
course,  pipe  lines  have  been  laid  out  of  the  State,  but  independent 
refineries  have  been  built  in  the  State,  too. 

The  Chairman".  It  is  your  conclusion,  then,  I  take  it,  that  the  inde- 
pendent refinery  tends  to  create  a  better  market  for  the  independent 
producer  ? 

Mr.  Bailey.  I  definitely  believe  it ;  yes,  sir. 

Mr.  England.  Mr.  Chairman,  right  in  that  connection,  I  think  the 
T5-cent  premium  per  barrel  that  was  paid  in  World  War  I  was  paid 
by  the  independent  in  order  to  get  supplies.     Is  that  correct  ? 

Mr.  Bailey.  It  was  paid  by  the  independents.  In  fact,  prior  to  the 
1930's,  back  during  the  1920's,  the  way  we  usually  got  a  crude  raise  was 
due  to  the  fact  that  an  independent  refiner  would  pay  premiums  and 
take  connections  from  the  major  oil  companies,  and  then  they  would 
raise  the  posted  price. 

Mr.  Jacobsen.  I  would  like  to  say  a  word  about  that.  I  do  not 
know  whether  it  has  been  made  clear. 

Generally  speaking,  the  independent  refiner  pays  the  same  price. 
It  is  true  that  quite  a  few  years  ago  the  situation  that  was  mentioned 
did  prevail,  that  the  independent  refiners  would  usually  take  the  lead 
in  paying  a  higher  price.  But  I  think  I  am  safe  in  saying  for  the 
last  15  or  more  years  the  price  has  generally  been  the  same.  Don't 
you  agree  with  that? 

Mr.  Bailey.  I  would  say  during  the  last  10  years,  in  the  early 
1930's  there  was  a  little  discrepancy  in  premium  paying.  I  know  that 
from  my  own  experience. 

Mr.  Jacobsen.  At  least  for  the  last  10  years  the  same  price  has 
been  paid. 

Mr.  Bailey.  For  the  last  10  years  the  price  has  been  the  same. 

The  Chairman.  That  raises  the  familiar  question  of  price 
leadership. 

Mr.  Bailey.  That  is  right. 

The  Chairman.  I  assume  that  subject  will,  to  some  extent,  be 
discussed  by  Mr.  Becker  when  he  presents  his  paper  on  costs  and 
price  of  oil, 

Mr.  Jacobsen.  I  would  also  like  to  mention  this  point:  The  inde- 
pendents sell  the  major  portion  of  their  production  to  the  major  com- 
panies because  there  are  not  enough  independent  refineries  to  take 
all  of  their  oil.  In  other  words,  if  the  independent  refiners  took  all  of 
their  crude  from  independents  only,  the  latter  would  still  have  the 
major  portion  of  their  production  left.  There  are  not  enough  inde- 
pendent refiners  to  take  all  o,f  the  crude  produced  by  independent 
producers. 
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Mr.  Fell.  Mr.  Dow,  in  in  his  testimony,  shows,  Mr.  Chairman,  the 
percentage  of  refining  capacity  of  the  21  largest  refiners,  and  then 
shows  the  capacity  of  the  234,  as  I  remember  it,  of  independent  refiners 
in  the  country. 

The  Chairman.  I  am  looking  forward  with  a  great  deal  of  interest 
to  Mr.  Dow's  paper,  because  I  Imow  it  is  going  to  be  good. 

Mr.  Majewski.  1  would  like  to  elaborate  on  that  point. 

You  were  correct  in  your  summation  that  in  the  old  days  the  inde- 
pendent built  his  refinery  close  to  new  sources  of  crude  supply, 
but  we  no  longer  do  that.  In  the  last  10  years  there  have  been  no 
new  refineries  built  by  independents  close  to  the  crude  sources  of 
supply.  We,  too,  have  gone  into  the  large  consuming  markets  and 
built  our  refineries,  duplicating,  in  many  instances,  the  facilities  of 
the  major  companies,  because  common-carrier  pipe-line  rates  were 
being  reduced  constantly,  speaking  exclusive  of  the  Rocky  Mountain 
territory.  I  do  not  say  that  because  you  come  from  Wyoming,  but 
because  I  understand  there  is  a  slight  discrepancy  in  those  rates  in  the 
Rocky  Mountain  States,  but  in  the  balance  of  the  country  we  have 
enjoyed  consistently  lower  pipe-line  rates,  and  have  found  it  more 
desirable  to  build  refineries  where  the  big  market  was.  In  the  last 
10  years  no  new  refineries  have  been  built  at  the  source  of  crude 
supply,  but  at  the  market. 

Mr.  Bailey.  May  I  make  a  statement  ? 

The  Chairman.  The  floor  is  yours. 

Mr.  Bailey.  I  would  like,  if  I  may,  to  state  that  is  the  trend,  but 
there  have  been  some  independent  refineries  built  in  Mississippi.  In 
fact,  Rogers  Lacey  just  completed  one. 

Mr.  Majewski.  I  could  explain  that,  if  I  might  be  permitted  to. 

When  you  are  close  to  water — I  am  talking  about  inland  refineries — 
when  you  are  close  to  water  it  makes  no  difference  where  the  refinery  is, 
because  water  is  the  cheapest  form  of  transportation.  You  can  build 
your  refinery  in  Mississippi  and  move  the  product  up  the  Mississippi, 
I  regret  to  say,  into  my  market  by  water. 

The  Chairman.  But  I  assume,  Mr.  Majewski,  that  you  are  still 
for  competition  and  you  would  not  keep  it  out. 

Mr.  Majewski.  I  am  in  favor  of  it. 

Mr.  Jacobsen.  Mr.  Chairman,  I  believe  everybody  will  realize  that 
it  is  economically  sounder  to  build  your  refinery  at  the  market  than 
it  is  to  build  it  in  the  field,  because  the  market  will  always  be  there, 
whereas  if  you  build  the  refinery  in  the  field,  or  too  close  to  the  field, 
you  are  dependent  for  the  supply  of  the  oil  on  that  particular  field, 
and  when  the  productive  capacity  of  that  field  goes  down  your  re- 
finery goes  out  of  business.  If  you  have  it  at  the  market  you  have  a 
permanent  installation. 

The  Chairman.  All  right,  Mr.  Bailey;  you  may  proceed. 

Mr.  Bailey.  Generally  speaking,  the  crude-oil  pipe  lines  are  owned 
by  what  are  called  integrated  companies,  some  large  and  some  small. 
They  are  subject  to  regulation  by  State  agencies  as  well  as  the  Inter- 
state Commerce  Commission.  They  are  common  carriers,  subject 
to  the  rate-fixing  authority  of  State  and  Federal  Governments ;  how- 
ever, they  handle  only  one  commodity  and  serve  only  those  engaged 
in  the  production  or  processing  of  that  commodity.  They  do  not 
serve  directly  the  general  public. 
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The  integrated  companies  operating  such  lines,  either  direct  or 
through  a  subsidiary  or  affiliate,  are  the  principal  purchasers  of  the 
independent  producer's  oil.  When  a  new  field  is  discovered  the  pro- 
ducer's first  step  is  to  obtain  a  pipe-line  connection.  Often  the  pipe 
line  nearest  the  field  will  be  extended  to  the  new  discovery ;  however, 
such  is  not  always  the  case  and  frequently  as  the  new  field  is  developed 
competitive  lines  enter.  In  practically  all  of  the  major  oil-producing 
areas  producers  have  the  choice  of  a  number  of  competing  carriers 
and  purchasers. 

As  heretofore  stated,  most  of  the  major  oil-producing  States  have 
enacted  comprehensive  conservation  laws.  Such  laws  are  generally 
well  administered.  Most  of  them  provide  for  limitation  of  produc- 
tion to  market  demand  to  prevent  physical  waste.  The  effect  of  such 
limitation  results  in  assuring  every  producer  his  fair  share  of  the 
available  market.  Every  time  a  new  well  is  completed  in  a  pool  its 
place  in  the  market  is  established  and  other  wells  must,  if  necessary, 
move  over  and  make  room  for  it. 

This  well-established  procedure  forces  the  pipe  lines  supplying  pur- 
chasers with  their  requirements  continuously  to  extend  or  to  modify 
their  oil-gathering  and  main-line  systems  in  order  that  the  pur- 
chaser— the  owner  of  the  pipe  line — may  be  assured  sufficient  crude  to 
meet  its  own  requirements  or  the  requirements  of  others  to  whom  it 
may  sell  crude.  In  some  instances  producers  elect  to  sell  to  purchasers 
who  have  no  interest  in  the  pipe  line  handling  the  oil  and  the  pipe 
line  moves  the  oil  for  hire  from  the  well  to  the  purchaser.  However, 
this  practice  is  the  exception  and  not  the  rule. 

Because  of  this  procedure,  ratable  takings  from  all  producers  is 
now  a  well-established  practice  and  in  those  States  having  sound 
conservation  laws  the  producer  has  few  marketing  problems.  He  is 
assured  of: 

a.  Reasonably  prompt  pipe-line  connections  in  new  fields ; 

&.  Prompt  pipe-line  connections  to  all  properties  within  fields; 

c.  An  assured  and  continuous  market;  and 

d.  Ratable  takings. 

This  has  resulted  in  greatly  reduced  pipe-line  rates  because  the 
pipe-line  company  can  determine  more  accurately,  needed  capacity 
and  in  general  is  assured  a  longer  period  of  continuous  operation  in 
which  to  amortize  its  investment. 

As  a  result  of  the  laws,  regulations,  and  procedures  described,  the 
producing  end  of  the  petroleum  industry  has  not  only  met  all  demands 
of  a  rapidly  increasing  market  but  in  addition  thereto  accumulated 
a  reserve  supply  underground  for  an  emergency.  In  1939  the  emer- 
gency came.  World  War  II  broke  out  in  Europe.  The  Allies  did  not 
have  sufficient  oil  to  conduct  a  mechanized  war  and  we  were  called 
upon  to  provide  the  deficiency  under  lend-lease.  We  continued  to  do 
that  throughout  the  war.  The  petroleum  industry  was  called  upon 
to  do  its  part  and  how  well  it  did  it  can  best  be  expressed  by  quoting 
the  Petroleum  Administrator  for  War : 

Of  the  7,000,000,000  barrels  of  crude  oil  produced  throughout  the  United 
Nations  since  Pearl  Harbor,  the  United  States  has  furnished  approximately  75 
percent,  the  Petroleum  Administration  for  War  has  announced.     *     *     * 

Of  the  2,600,000,000  barrels  of  gasoline  refined  in  the  -United  Nations  since 
the  Japanese  bombed  the  Hawaiian  capital,  82  percent  came  from  the  frac- 
tionating towers  of  America.  United  States  refineries  produced  85  percent  of 
the  aviation  gasoline  used  by  the  United  Nations  military  forces.     It  requires 
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385  refineries  working  to  maximum  capacity  in  tlie  United  States  under  the 
supervision  of  the  Petroleum  Administration  for  War,  and  65  more  refineries 
in  the  United  Nations  abroad  to  supply  all  the  petroleum  requirements  of  mili- 
t^rj'  forces  and  the  essential  civilian  users. 

When  we  look  back  upon  the  early  part  of  1942,  when  the  enemy's 
submarines  bottled  up  tanker  transportation  between  Gulf  ports  and 
the  eastern  seaboard,  and  prevented  movement  of  oil  from  Venezuela, 
it  is  not  difficult  to  envision  what  might  have  happened  if  this  country 
had  not  previously  adopted  a  policy  which  encouraged  the  accumula- 
tion of  sufficient  domestic  reserves  to  take  care  of  just  such  an 
emergency. 

In  spite  of  the  fact  that  the  oil  producers  of  the  "United  States  have 
been  called  upon  to  draw  "heavily  from  their  reserves  at  a  price  below 
the  cost  of  replacing  these  reserves,  and  in  spite  of  burdensome  restric- 
tions made  necessary  by  war,  such  as  shortages  of  pipe,  equipment,  and 
manpower,  they  have  performed  nobly,  and  when  the  final  story  of 
this  war  has  been  written,  it  will  be  said  that  the  oil  producers  of  this 
country  did  their  job  well  and  again  the  United  Nations  floated  and 
flew  to  victory  on  a  sea  of  oil.  The  oil  producers  of  America  feel  a 
pardonable  pride  in  this  accomplishment,  but  they  are  not  satisfied 
to  live  just  in  the  present. 

In  addition  to  an  inadequate  price  for  crude  oil,  substantially  less 
than  replacement  cost,  and  an  apprehension  of  the  passage  of  tax 
measures  that  may  stifle  him  completely,  the  independent  oil  producer 
has  almost  the  same  problems  he  has  faced  for  decades.  To  date  he 
has  successfully  met  the  challenge  of  finding  a  major  portion  of  the 
oil  reserves  necessary  to  meet  the  demands  of  a  rapidly  expanding 
economy  and  with  proper  encouragement  he  will  be  able,  I  feel  sure, 
through  his  ingenuity  and  resourcefulness  to  continue  to  do  so  in  the 
future.  He  has  done  so  in  the  past  by  using  each  new  technique  of 
exploration  and  development  as  it  has  become  available  to  him.  He 
must  still  finance  the  many  wildcats  that  he  drills  by  going  beyond 
his  own  resources  and,  with  his  ingenuity  and  resourcefulness,  he  has 
developed  many  means  of  accomplishing  this  objective.  He  fre- 
quently secures  help  from  larger  units  in  the  industry,  as  well  as 
from  other  independents,  in  the  way  of  contributions  in  many  forms. 
Quite  often  he  will  get  blocks  of  acreage  together  and  arrange  for  the 
drilling  of  an  exploratory  well  through  the  cooperation  of  the  land- 
owners and  other  lease  owners  in  the  area.  He  may  buy  some  oil  and 
gas  leases  himself  or  get  them  donated  by  the  landowners  in  considera- 
tion of  his  agreeing  to  drill,  or  have  drilled  a  well  to  a  certain  specified 
depth.  He  may  then  sell  some  of  his  leases  to  larger  companies  or 
other  independents.  He  may  also  get  larger  companies  or  other  iil- 
dependents,  who  own  acreage  in  the  block,  to  donate  some  acreage  to 
him  and  then  sell  these  leases  to  others  or  he  may  get  the  owners 
of  the  other  oil  and  gas  leases  in  the  block  to  agTee  to  pay  him  so  much 
money  if  he  drills  a  well  to  an  agreed-upon  depth.  These  payments 
are  referred  to  as  bottom-hole  or  dry-hole  contributions.  A  bottom-' 
hole  contribution  is  one  wherein  the  contributor  agrees  to  pay  a  speci- 
fied amount  if  the  well  is  drilled  to  a  certain  depth  unless  oil  or  gas  is 
found  at  a  lesser  depth  in  paying  quantities,  irrespective  of  whether  the 
well  is  a  dry  hole  or  a  producer,  whereas  a  dry-hole  contribution  is  one 
where  the  contributor  only  makes  the  payment  in  case  the  well  is 
drilled  to  the  specified  depth  and  is  a  dry  hole.     In  this  manner  the 
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cost  of  dry  holes  is  spread  over  the  industry  and  not  only  do  larger 
units  and  other  independent  producers  assist  in  the  financing  of  such 
exploratory  wells  but  a  substantial  contribution  is  also  frequently 
made  by  the  landowners  in  giving  oil  and  gas  leases  on  their  lands  or 
in  selling  such  leases  at  a  nominal  price.  As  in  the  past,  the  inde- 
pendent producer  still  drills  his  wells  or  contracts  them.  The  drilling 
contractors  frequently  take  part  of  their  pay  in  acreage  or  in  an 
undivided  interest  in  the  acreage  owned  by  the  independent  producer 
who  is  drilling  the  exploratory  well.  In  this  manner  the  cash  that 
the  producer  must  pay  out  is  reduced. 

The  Chairman.  Does  any  of  this  tend  to  cripple  the  free  judgment 
of  the  independent  operator  ? 

Mr.  BAiiiEY.  No ;  it  does  not. 

The  Chairman.  He  still  retains  his  complete  managerial  power 
over  the  venture  ? 

Mr.  Bailey.  Yes;  and  drills  his  wildcat  as  he  has  in  the  historic 
manner  for  years  past,  through  the  same  methods.     [Kesuming :] 

Another  manner  in  which  the  independent  oil  producer  is  frequently 
responsible  for  the  drilling  of  an  exploratory  well,  which  would  other- 
wise not  be  drilled,  is  in  areas  where  he  finds  a  large  number  of  leases 
expiring.  In  these  cases  the  independent  producer  wiU  go  to  the 
owners  of  the  oil  and  gas  leases  and  ask  each  of  them  to  contribute 
a  certain  portion  of  their  acreage  to  him  with  the  understanding  that 
if  he  can  get  together  a  sufficient  number  of  acres  to  justify  the 
drilling  of  a  well  he  will  drill  the  well  to  a  specified  depth.  He 
will  then  take  the  block  of  acreage  that  he  has  acquired  and  work  out 
a  deal  with  some  larger  integrated  company  or  some  large  independent 
whereby  he  will  give  them  a  certain  portion  of  the  acreage  or  a  certain 
interest  in  the  block  if  they  will  drill  the  well.  In  other  words,  the 
independent  producer  in  an  operation  of  this  character  is  the  connecting 
link  between  the  various  larger  units  who  are  the  owners  of  the  oil 
and  gas  leases  in  the  area.  Through  this  procedure  many  exploratory 
wells  are  drilled  that  otherwise  would  not  be  drilled.  Experience  in 
the  past  has  shown  that  in  most  instances  of  this  character  the  major 
units  in  the  industry  are  unable  to  work  out  such  deals  so  that  without 
the  flexibility  and  resourcefulness  of  the  independent  oil  producer 
many  wildcat  wells  would  never  be  drilled  in  situations  such  as 
referred  to. 

The  independent  oil  producer  operating  on  his  own  initiative  and 
without  the  necessity  of  consultation  with  others  can  move  much  more 
quickly  and  can  operate  in  a  much  more  flexible  manner  than  can  the 
larger  units.  Confining  his  effortSj  as  he  generally  does,  to  a  smaller 
area  where  he  is  in  close  contact  with  everything  going  on,  he  is  able 
to  render  most  valuable  service  to  the  industry  in  working  out  deals 
in  various  ways,  to  bring  about  the  drilling  of  exploratory  wells  which 
would  not  otherwise  be  drilled,  and  as  a  result  the  independent  oil 
producer  has  been  a  most  effective  agent  in  bringing  about  the  drilling 
of  a  major  portion  of  the  exploratory  wells.  The  need  of  the  inde- 
pendent producer  in  exploration  effort  in  the  future  will  be  just  as 
great  as  it  has  been  in  the  past.  Anjrthing  that  occurs  to  put  the 
independent  oil  producer  out  of  business  will  tend  to  retard  exploratory 
effort  and  the  development  of  new  oil  reserves  in  this  Nation. 

In  his  drilling  operations,  the  independent  oil  producer  knows  that 
as  drilling  proceeds,  service  companies  are  available  to  perform  various 
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services  such  as  acidization,  to  survey  his  wells  for  deviation,  treat  his 
mud  for  blowout  prevention,  sample  his  returns  for  oil  and  gas,  log 
his  wells  electrically  for  oil  horizons,  and  cement  his  casing  strings 
in  accordance  with  the  latest  techniques. 

He  has  no  fear  of  the  country  running  out  of  oil  in  the  foreseeable 
future. 

The  Chairman.  How  much  of  the  future  is  foreseeable? 

Mr.  Bailey.  We  can  say  a  considerable  length  of  time.  We  have 
21,000,000,000  barrels  of  oil  in  reserve,  and  we  are  constantly  finding 
new  oil,  and  we  have  large  reserves  of  natural  gas  that  can  be  utilized 
for  making  gasoline,  and  in  addition,  of  course,  the  hydrogenation  of 
coal  and  oil  shale  deposits. 

Senator  Moore.  Our  expectations  are  unlimited. 

Mr.  Bailey.  So  it  looks  like  it  is  a  long  time  in  the  future. 

Mr.  Fell.  From  my  study  of  the  previous  testimony,  Mr.  Chair- 
man, in  preparing  my  summary,  I  found  the  unanimity  of  opinion  of 
all  the  witnesses  who  testified  before  you  was  that  it  would  be  genera- 
tions before  you  run  out. 

The  Chairman.  I  think  it  is  characteristic  of  the  oil  industry  to  be 
optimistic. 

Senator  Moore.  There  would  not  be  any  oil  industry  if  it  were  not 
optimistic. 

Mr.  Bailey.  I  heard  the  thought  expressed  that  when  atomic 
energy  comes  into  use,  oil  may  not  be  needed. 

The  Chairman.  You  may  proceed. 

Mr.  Bailey.  The  independent  oil  producer  knows  that  only 
about  one-half  of  our  States  produce  oil  and  that  many  of  them  that 
do  are  scarcely  scratched.  He  has  observed  that  every  advance  in 
technical  knowledge  concerning  the  source  and  occurrence  of  oil  has 
been  followed  by  ever  greater  rather  than  smaller  prediction  as  to 
the  ultimate  amount  of  recoverable  oil  in  our  country.  He  has  the 
tools,  he  has  the  technique,  and  he  can  find  more  oil — ^but  he's  worried. 

Will  the  Congress,  which  is  vested  with  the  authority  and  responsi- 
bility for  formulating  a  national  oil  policy,  heed  the  advice  of  the 
petroleum  industry  as  contained  in  the  statement  of  policy  adopted 
by  the  Petroleum  Industry  War  Council  appointed  by  the  Petroleum 
Admmistrator  for  War  and  endorsed  by  practically  every  oil  operator 
in  the  Nation  and  preserve  the  laws,  regulations,  and  procedures  that 
have  been  proven  to  be  sound?  Or,  will  it  follow  the  inexperienced 
advice  of  those  who  would  impose  upon  what  has  proven  to  be  the 
most  d;^namic  industry  in  our  country,  their  pet  theories  on  taxation, 
regulation,  Federal  Government  participation  and  competition  in 
world  commerce  ? 

A  sound  import  policy  is  essential  to  any  sound  national  oil  policy. 
Excessive  imports,  or  imports  brought  in  on  an  improper  basis,  can 
be  destructive  to  the  producing  branch  of  the  domestic  petroleum  indus- 
try. This  subject  will  be  discussed  in  full  by  another  witness.  It  is 
important  to  this  committee,  however,  to  bear  in  mind  that  irrespec- 
tive of  what  import  policy  is  adopted  by  this  Government,  it  is  essen- 
tial that  adequate  machinery  be  set  up  to  properly  effectuate  the 
policy. 

The  oil  producers  of  the  United  States  operate  approximately 
400,000  oil  and  gas  wells,  about  75  percent  of  which  are  in  the  stripper 
class;  that  is,  wells  which  produce  only  a  few  barrels  ]^er  day  and 
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many  thousands  produce  less  than  1  barrel  per  day.  These  300,000 
small  wells  account  for  only  about  121/2  percent  of  our  current  pro- 
duction, but  their  continued  operation  is  important.  A  considerable 
percentage  of  our  present  reserves  underlies  these  wells.  To  abandon 
them  because  of  operating  losses  would  not  be  in  the  public  interest. 
The  margin  between  profit  and  loss  in  their  operation  is  very  thin. 

The  policy  which  has  prevailed  during  the  last  quarter  century  has 
kept  these  small  wells  pumping.  In  spite  of  this,  there  are  some  in 
Government  who  would  ask  the  Congress  to  make  changes  which 
would  be  injurious,  if  not  fatal,  to  the  domestic  producer. 

The  Treasury  Department  has  consistently  been  trying  to  reduce 
or  eliminate  the  271/2  percent  depletion  allowance  which  has  been 
allowed  during  the  last  27  years. 

There  have  been  efforts  to  force  the  drillers  of  oil  and  gas  wells 
to  capitalize  all  well  costs  instead  of  giving  them  the  option  to  charge 
to  expense  the  intangible  part  of  such  costs. 

During  wartime,  the  Office  of  Price  Administration  froze  the  price 
of  crude  oil  at  an  abnormally  low  price,  and  has  consistently  refused 
to  give  consideration  to  increased  costs  of  operation  and  to  the  cost 
of  replacing  reserves  which  were  rapidly  depleted  by  abnormal  war 
requirements  even  though  the  industry  has  pleaded  for  an  increased 
price  to  compensate  for  these  increased  costs.  The  independent  pro- 
ducer's ejfistence  is  dependent  on  the  price  of  crude  oil.  His  only 
source  of  income  is  the  money  he  receives  from  the  sale  of  the  oil  and 
gas  he  produces.  The  price  received  must  not  only  cover  the  cost 
of  producing  a  barrel  of  oil,  but  also  the  cost  of  finding  and  de- 
veloping another  barrel  of  oil  to  replace  it. 

The  State  Department  has  secured  from  Congress  the  authority 
to  further  reduce  the  tariff  on  imports  of  commodities,  which  include 
oil.  They  say  that  this  is  necessary  to  continue  the  good-neighbor 
policy,  or  to  help  solve  the  problems  attendant  in  establishing  inter- 
national trade  relationships  in  the  postwar  period. 

The  adoption  of  any  or  all  of  these  suggested  changes  by  the  Con- 
gress is  sure  to  militate  against  the  ability  of  the  domestic  petroleum 
producer  to  continue  his  job  of  furnishing  the  power  and  greasing  the 
wheels  of  industry  in  peacetime,  and  to  provide  the  necessary  backlog 
of  reserves  which  might  again  be  needed  in  another  emergency. 

Other  matters  that  disturb  the  independent  producer  are  the  com- 
petition of  tax-free  cooperative  organizations  and  the  direct  or  in- 
direct competition  of  Government  in  the  oil-producing  business.  I 
refer  particularly  to  potential  reserves  administered  by  the  Navy 
Department,  Federal  claims  to  tidal  lands  which  cloud  the  titles  of 
the  various  States,  and'  the  policy  of  retention  of  mineral  rights  in 
sales  of  Government-owned  lands  to  private  parties,  excessive  royalty 
payments  embodied  in  Federal  oil  and  gas  leases,  and  the  still  existing 
threat  of  the  charter  provisions  of  the  Petroleum  Reserves  Corpora- 
tion, recently  reorganized  under  the  name  of  War  Assets  Corporation. 
Congress  can  do  much  to  relieve  our  anxiety  over  these  matters. 

Captain  Franchot.  Mr.  Bailey,  may  I  interrupt  a  moment? 
Mr.  Bailey.  Yes. 

Captain  Franchot.  I  am  interested  in  your  reference  to  competi- 
tion of  the  reserves  administered  by  the  Navy  Department.  What 
could  you  suggest  that  would  give  more  confidence  to  the  independent 
producer  or  the  oil  industry?    What  legislation  could  be  more  com- 
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prehensive  in  that  respect  than  the  amendment  of  the  law,  the  basic 
charter,  what  we  call  the  charter  of  the  naval  petroleum  reserves, 
that  was  passed  in  June  1944  and  approved  by  the  President  on  June 
17,  1944  ?  In  that  legislation,  as  you  will  recall,  the  Congress  has  the 
last  word  as  to  whether  production  can  be  had  from  the  naval  petro- 
leum reserves,  referring  not  only  to  the  present  reserves  but  any  future 
reserves.  The  Navy  Department  cannot  produce  a  barrel  of  oil,  except 
for  testing  and  remedial  work,  without  congressional  approval.  As 
far  as  production  is  concerned,  the  Navy  Department  cannot  produce 
a  barrel  without  a  joint  resolution  from  Congress.  What  more  could 
you  suggest  that  wou]d  insure  to  the  industry  that  the  Government 
does  not  want  to  go  in  and  compete  with  private  industry  ?  I  am  not 
saying  anything  about  the  announcements  and  declarations  of  the 
jjresent  administration  of  the  Navy  that  they  abhor  the  idea  of  com- 
peting with  industry,  but  assuming  changes  in  administration,  what 
better  protection  could  be  given  to  the  industry  than  now  exists  in 
present  legislation?  I  am  speaking  as  an  independent  producer 
myself.  I  cannot  conceive  of  a  happier  answer  to  the  question  that 
you  are  raising  than  Congress  gave  to  that  question  in  June  1944. 

Mr.  Fraser.  Perhaps  the  witness  is  thinking  of  the  abolition  of  the 
naval  reserves. 

Captain  Franchot.  Even  if  the  present  naval  reserves  were  abol- 
ished, the  volume  of  the  present  estimated  recoverable  oil  would  be 
not  great,  in  the  over-all  picture. 

Mr.  Bailey.  Of  course,  during  the  early  part  of  the  war  the  oil 
was  not  produced  to  a  great  extent  by  the  Navy. 

Captain  Franchot.  No  ;  not  until  the  emergency  came  up,  I  am 
not  speaking  of  what  was  done  during  the  war ;  I  am  speaking  of  what 
protection  does  the  industry  need  against  the  Navy  going  into  com- 
petition with  it,  greater  than  now  exists. 

Mr.  Bailey.  I  really  did  not  know  about  this  legislation  that  you 
speak  of. 

Captain  F'ranchot.  I  think  the  industry  should  know  that  not 
a  drop  of  oil  can  be  produced  from  Elk  Hills  or  from  the  vast,  poten- 
tial reserve  in  Alaska,  or  from  Teapot  Dome,  without  full  hearings 
before  both  the  Naval  Affairs  Committee  of  the  Senate  and  the  House, 
and  a  joint  resolution  passed. 

Mr.  Jacobsen.  I  would  like  to  come  to  the  aid  of  the  Navy,  if  I  may. 
I  would  like  to  call  to  your  attention  the  fact  that  at  the  former 
series  of  hearings  before  Senator  O'Mahoney's  committee.  Captain 
Franchot  and  Commodore  Greenman  presented  quite  a  lengthy  docu- 
ment, showing  the  Navy's  ideas  on  oil  policy.  That  document  was 
passed  to  the  Army  and  approved  by  the  Army.  There  is  a  para- 
graph in  there,  I  think,  to  the  effect  that  the  Navy,  and  consequently 
the  Army  likewise,  do  not  favor  the  creation  of  any  additional  naval 
reserves.     Is  that  correct? 

Captain  Franchot,  That  is  correct.  Of  course,  we  feel  the  value 
of  our  present  reserves,  eliminating  Alaska,  which  stands  on  a  dif- 
ferent footing,  is  a  purely  strategic  one,  as  was  evidenced  in  the  last 
war  by  the  fact  that  Elk  Hills  was  able  to  come  to  the  rescue  in  a  very 
serious  emergency  on  the  west  coast.  Only  where  there  is  a  strategic 
factor  does  the  present  administration  favor  the  maintenance  of  naval 
petroleum  reserves. 
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Now,  the  Alaskan  situation  is  different.  That  is  working  in  the 
Arctic  Circle.  No  private  company  can  undertake  the  responsibili- 
ties and  risks  involved.  But  even  there,  if  we  find  oil  in  any  com- 
mercial quantities,  the  industry  is  protected  by  present  legislation,  in 
my  opinion. 

Mr.  Majewski.  Perhaps  the  witness  had  in  mind  what  the  Army 
did  on  the  Canol  project  that  worried  a  lot  of  independents.  We 
think  that  was  a  tremendous  waste  of  money. 

Mr.  Bailey.  The  independents  in  the  oil  industry  protested  at  that 
time. 

Mr.  Majewski.  And  it  did  no  good. 

Mr.  Bailjey.  It  did  no  good. 

Mr.  Majewski.  I  just  wanted  to  mention  that. 

The  Chairman.  May  I  say  a  word  for  the  Army  on  that  score? 
The  Navy  has  been  speaking  for  itself. 

As  a  member  of  the  Appropriations  Committee  which  authorized 
that  Canol  project,  I  feel  that  the  operators,  the  petroleum  industry, 
and  the  country  at  large  should  not  fail  to  remember  that  when  that 
project  was  initiated  our  Navy  had  been  practically  destroyed  at 
Pearl  Harbor.  The  Japs  were  moving  on  toward  Alaska.  There 
was  every  reason  to  believe  that  an  attack  upon  the  United  States 
might  be  made  from  that  area.  It  was  essential,  therefore,  in  the 
national  defense  that  we  should  have  oil  available  for  defense  pur- 
poses in  Alaska,  and  should  have  it  as  soon  as  possible.  It  was  clear 
that  submarines  were  operating  off  our  Atlantic  coast,  and  there  was 
danger  that  the  Japanese  submarines  would  be  operating  off  the 
Pacific  coast,  and,  therefore,  the  transportation  of  oil  by  tanker  up 
the  Pacific  coast  to  Alaska  might  be  very  hazardous.  It  was  very 
hazardous.  So  that  the  Appropriations  Committee,  the  Congress, 
with  full  knowledge  that  there  might  be  waste,  that  it  would  be  in  any 
event  a  tremendously  expensive  operation,  authorized  the  funds  neces- 
sary to  carry  on  that  project. 

A  good  deal  of  the  criticism  of  that  project  I  think  is  the  result 
of  hindsight,  but  looking  at  it  from  the  position  that  I  occupied  at  the 
time,  when  we  did  not  know  what  was  going  to  happen  in  this  war, 
it  seems  to  me  it  cannot  be  judged  by  the  ordinary  concepts  of  the 
economic  expenditure  of  money  in  the  oil  industry,  or  in  any  other 
industry.  It  was,  I  think,  a  great  necessity  in  the  national  defense 
at  that  time,  whatever  may  be  the  facts  now  with  respect  to  waste. 
I  think  it  is  hardly  likely  that  a  great  operation  could  be  carried  on 
in  as  isolated  an  area  as  that  was  without  waste,  and  I  say  this  with- 
out any  attempt  at  all  to  defend  what  may  turn  out  to  be  unjustifiable 
expenditures  and  waste. 

Senator  Moore.  That  does  not  explain  the  impracticable  effort,  and 
the  almost  certain  knowledge  that  it  was  not  any  source  of  supply 
of  oil. 

The  Chairman.  Well,  Senator,  the  Army  operated  on  what  seemed 
to  be  good  advice  from  what  seemed  to  be  competent  and  well  in- 
formed people  in  the  petroleum  industry. 

Senator  Moore.  They  really  went  to  work  on  it  against  the  advice 
of  the  most  dependable  people. 

'  The  Chairman.  I  recognize  your  point  of  view. 

Mr.  Fell.  I  think,  ISlr.  Chairman,  the  point  I  really  believe  Mr. 
Bailey  is  trying  to  make  is  that  with  the  same  amount  of  money,  an 
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industry  staffed  with  technicians,  engineers,  drilling  contractors,  and 
people  with  the  know-how,  could  probably  find  more  oil;  that  is, 
make  more  oil  available  with  less  money  than  some  agency  that  was 
not  devoting  their  lifetime  to  that  activity. 

The  Chairman.  I  once  knew  a  very  wise  man  who  said  that  the 
worst  things  in  life  never  happened.  I  think  that  is  true.  A  great 
deal  of  the  fears  which  are  expressed  to  committees  of  Congress  are 
based  upon  apprehensions  of  possible  things  which  really  do  not 
eventuate. 

Now,  with  respect  to  Government  competition  with  the  petroleum 
industry,  or  with  any  other  industry,  I  think  Congress  has  made  it 
plain,  not  only  in  the  law  to  which  Captain  Franchot  has  referred, 
but  with  respect  to  many  other  laws — for  example,  with  respect  to 
the  Surplus  Property  Act — that  the  purpose  of  the  Government  is 
not  to  compete  with  private  industry  but  to  encourage  and  stimulate 
private  industry.  That  is  why  Congress  provided  in  the  surplus 
property  bill,  which  was  signed  by  the  President,  and  which  is  there- 
fore the  expression  of  both  the  legislative  and  executive  branches  of 
the  Government,  that  surplus  property  should  be  disposed  of  in  such 
form  as  to  encourage  the  competitive  system.  I  think  a  good  deal 
of  these  fears  are  apprehensions  that  are  more  political  than  real, 
if  I  may  say  so. 

Senator  Moore.  It  is  more  easily  explained  from  a  theoretical  stand- 
point than  it  is  from  a  practical,  business  standpoint. 

Mr.  Bailey.  Of  course,  there  is  the  fact  that  in  the  last  few  years 
the  Government  has  acquired  large  acreage  of  land  in  various  sec- 
tions of  the  country.  Sometimes  these  agencies  sell  the  land  and 
retain  the  mineral  rights.  If  an  independent  operator  wants  to  as- 
semble a  block  to  drill  he  finds  that  some  agency  of  the  Government 
has  the  mineral  rights  in  these  areas,  and  this  makes  it  difficult  to 
assemble  the  block. 

The  Chairman.  Well,  there  is  something  to  be  said  on  that  subject, 
too.  In  the  first  place,  I  have  introduced  legislation  to  combat  this. 
I  say  that  the  Department  of  Agriculture,  which  acquired  the  owner- 
ship of  land  by  reason  of  the  submarginal  purchase  program,  which 
was  initiated  for  relief  purposes  and  for  agricultural  purposes,  was 
not  authorized  by  Congress  to  lease  those  lands  for  mineral  purposes, 
and  any  action  by  the  Department  of  Agriculture  in  leasing  for 
mineral  development  lands  so  acquired  is  altogether  outside  of  the 
purview  of  the  law.  That  is  a  subject  which  is  now  under  considera- 
tion by  the  Public  Lands  Committee. 

But  in  the  public  lands  States  this  principle  of  separating  the  sur- 
face and  the  mineral  rights  was  under  discussion  for  many  years 
prior  to  December  1916,  when  the  so-called  Stock  Raising  Homestead 
Act  became  a  law.  Now,  the  theory  of  that  was  that  by  the  retention 
of  the  minerals  in  the  Government  it  would  be  possible  to  secure  an 
income,  through  Government  royalties,  which  thereafter  could  be  used 
for  the  upbuilding  of  the  State  from  which  the  oil  was  taken.  It 
must  never  be  forgotten  that  521/2  percent  of  the  royalties  received 
by  the  Government  from  public  leases  goes  to  the  reclamation 
fund,  and  the  reclamation  fund  is  used  to  build  vast  service  im- 
provements, which  result  in  great  public  benefit.  So  that  we  have,  as 
the  result  of  this  system,  permanent  improvements  in  the  way  of 
great  reclamation  projects  which  will  continue  to  produce  business  for 
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the  individual  as  well  as  tax  receipts  for  the  Government  long  after 
the  oil  resources  and  mineral  resources  have  disappeared.  There  is 
a  good  deal  to  be  said  on  that  side. 

I  think  the  record  of  the  Eeclamation  Service,  of  the  communities 
which  have  been  built  up  as  the  result  of  these  reclamation  projects, 
will  show  that  far  more  new  free  private  enterprise  has  been  estab- 
lished and  stimulated  as  the  result  of  this  policy  than  has  been  im- 
paired by  the  imposition  of  the  royalty  system. 

Mr.  Bailey.  In  my  State  the  Federal  land  bank  operated  quite 
extensively,  and  in  the  course  of  their  operations  they  foreclosed 
many  mortgages,  and  now  when  they  sell  a  tract  of  land  that  they  had 
acquired  title  to  under  foreclosure  they  retain  one-half  of  the  mineral 
rights. 

The  Chairman.  It  seems  to  me  you  have  got  a  very  important  point 
there. 

Mr.  Bailey.  It  does  hinder  the  assembling  of  blocks  of  leases  for 
drilling. 

The  Chairman.  It  has  been  my  own  personal  opinion  that  none  of 
these  Government  agencies  should,  without  authority  of  Congress, 
pursue  such  a  policy,  and  that  where  land  is  controlled  by  the  Gov- 
ernment it  should  all  be  administered,  so  far  as  mineral  leasing  is 
concerned,  by  one  agency.  Of  course,  the  Federal  Reserve  System 
is  not  strictly  a  Government  agency. 

Mr.  Majewski.  Mr.  Chairman. 

The  Chairman.  Mr.  Majewski. 

Mr.  Majewski.  I  would  like  to  point  out  that  I  am"  not  bringing 
up  this  Canol  matter  for  political  reasons.  I  brought  it  up  because 
of  the  fact  that,  this  being  an  independent  company  hearing,  the  next 
time  we  have  such  a  situation  come  up,  where  a  governmental  agency 
will  develop  potential  reserves,  qualified  representatives  of  the  inde- 
pendent companies  be  likewise  consulted,  as  well  as  the  major  com- 
panies, which  was  the  case  in  the  Canol  project.  That  is  the  only 
reason  I  brought  it  up.  I  would  like  to  make  a  definite  recommenda- 
tion, if  you  will  permit  it,  that  qualified  representatives  of  the  inde- 
pendent companies  be  consulted  as  well  as  the  majors. 

The  Chairman.  Let  us  hope  we  do  not  have  another  war,  Mr. 
Majewski. 

Mr.  Majewski.  I  mean  even  without  a  war.  According  to  what 
Captain  Franchot  said,  they  think  because  of  the  great  expense  they 
should  develop  Alaska.  You  know  there  would  be  no  oil  produced 
if  the  independent  fellows  did  not  enter  into  this  field. 

Captain  Franchot.  What  oil  company  could  undertake  the  de- 
velopment of  oil  in  Alaska,  in  the  Arctic  Circle  today  ? 

Mr.  Majewski.  I  do  not  know,  but  we  do  take  pretty  big  gambles. 

Captain  Franchot.  Of  course,  to  avoid  any  misunderstanding,  the 
Navy  is  not  developing  the  reserves  in  Alaska,  it  is  merely  exploring, 
and  it  is  doing  it  entirely  through  contracts  with  civilian  companies. 
Since  the  war  has  been  over,  and  the  Seabees  went  back  to  civilian 
life,  it  has  all  been  done  by  civilian  contract. 

The  Chairman.  In  other  words,  that  is  another  instance  in  which 
the  Government  is  not  operating. 

Captain  Franchot.  That  is  right,  sir.  During  the  war  we  had  to 
do  it  with  Navy  personnel,  because  the  manpower  situation  was  such 
that  that  was  the  only  way  to  get  it. 
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Mr.  Majewski.  That  has  been  a  refreshing  clarification  on  the  part 
of  the  Navy,  but  I  am  still  thinking  about  Canol  and  how  the  inde- 
pendents were  not  consulted.  Even  the  major  companies  recom- 
mended against  Canol,  and  they  were  the  only  people  consulted. 

The  Chairman.  All  right,  Mr.  Bailey,  you  may  proceed. 

Mr.  Bailet.  It  is  increasingly  difficult  for  the  independent  operator 
to  remain  in  business.  Economic  pressure  is  causing  many  of  them  to 
dispose  of  their  properties  and  withdraw  from  the  business.  Many 
others  have  ceased  to  function,  merely  permitting  their  wells  to  pro- 
duce to  ultimate  exhaustion.  The  cause  is  simple.  Prices  were  frozen 
at  an  abnormally  low  level  and  they  have  constantly  remained  frozen 
at  that  level,  except  for  the  10-cent  increase  that  was  promised  yes- 
terday, I  believe. 

Senator  Moore.    You  did  get  some  subsidy  pa\inents. 

Mr.  Bailey.  Yes,  we  did  get  some  subsidy  payments.    [Resuming :] 

Drilling  and  operating  costs  have  increased  some  50  percent  over 
prewar  years.  Wells  must  be  drilled  deeper  and  deeper.  Faced  by  a 
low  price  for  his  production,  increased  drilling  and  operating  costs, 
the  independent  does  not  any  longer  possess  the  margin  of  profit  to 
undertake  the  assembling  of  wildcat  blocks  and  the  drilling  of  wild- 
cat wells.  Further,  under  proration,  even  where  a  producing  well 
is  completed,  many  years  are  required  to  recapture  from  production 
the  cost  of  drilling  and  operating.  Fortunately,  conservation  prac- 
tices have  established  oil-producing  properties  as  sound  collateral, 
and  bank  loans  on  reasonable  terms  are  generally  available,  and  the 
independent  is  either  availing  himself  of  such  loans  or  is  using  the 
reserves  that  he  accumulated  in  prior  years  to  carry  him  along  into 
these  years  of  low  prices  and  high  costs.  He  cannot  replace  these 
reserves  under  present  price  levels.  So,  if  present  prices  continue,  it  is 
only  a  question  of  time  before  the  independent  will  be  eliminated 
from  the  industr}'.  It  is  not  in  the  interest  of  the  public  that  such 
elimination  of  the  independent  take  place. 

Mr.  Chairman,  this  statement  has  been  presented  to  the  committee 
with  the  hope  that  the  important  part  played'  by  the  independent 
producer  of  oil  and  gas  in  the  petroleum  industry  will  be  fully  under- 
stood. In  the  formulation  of  a  national  oil  and  gas  policy  by  Con- 
gress, it  is  hoped  that  the  independent's  position  will  receive  the  pro- 
tection necessary  to  permit  him  to  continue  as  an  important  element 
in  the  oil  and  gas  industry. 

The  Chairman.  Are  there  any  questions?  I  am  sure  Mr.  Bailey 
will  be  very  glad  to  respond  to  any  inquiries. 

Mr.  England.  One  little  question,  Mr.  Chairman. 

The  Chairman.  Mr.  England. 

Mr.  England.  Mr.  Bailey,  at  the  top  of  page  11,  the  little  para- 
graph, you  say : 

This  has  resulted  in  greatly  reduced  pipe-line  rates  because  the  pipe-line  com- 
pany can  determine  more  accurately,  needed  capacity  and  in  general  is  assured 
a  longer  period  of  continuous  operation  in  which  to  amortize  its  investment. 

I  take  it  by  this  you  refer  to  the  ratable  taking  on  the  conservation 
basis.  [ 

Mr.  Bailet.  The  conservation  laws  adopted  by  the  States. 

Mr.  England.  I  just  want  to  tie  up  the  antecedent  of  "this"  as  mean- 
ing the  conservation  laws. 
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Mr.  Bailey.  That  is  right,  the  conservation  laws  of  the  various 
States. 

Mr.  Dow.  Mr.  England,  might  I  also  add  this  comment?  It  also 
explains  the  very  drastic  reduction  in  pipe-line  rates  that  has  been 
made  in  recent  years.  The  early  pipe-line  rates  were  based  upon 
the  principle  of  paying  out  for  the  pipe  line  during  the  life  of  the 
producing  property,  which,  under  old  producing  methods,  was  very 
much  shorter  than  it  is  today. 

Mr.  Bailey.  And  also  the  conservation  laws  and  proration  has  re- 
quired less  investment  in  pipe-line  facilities  to  take  care  of  a  field,  so 
that  naturally  would  tend  to  reduce  rates,  because  you  have  a  smaller 
investment.  A  6-inch  pipe  line  answers  the  purpose  now,  whereas 
under  the  open-flow  conditions  three  or  four  lines  of  similar  diameter 
might  be  required. 

The  Chairman.  The  committee  will  now  stand  in  recess  until  2 :  30 
this  afternoon. 

(Whereupon,  at  12 :  10  p.  m.  the  committee  recessed  until  2 :  30  p.  m. 
of  the  same  day.) 

AFTERNOON   SESSION 

The  Chairman.  We  will  come  to  order.  Are  you  ready  to  proceed, 
Mr.  Fell? 

Mr.  Fell.  We  are  ready  to  proceed.  I  have  asked  the  next  four 
witnesses  to  try  to  rush  their  presentations  in  the  hope  that  we  can 
get  through  with  the  four  this  afternoon.  Mr.  Andrus  will  now 
discuss  secondary  recovery. 

STATEMENT  OF  DON  T.  ANDEUS,  PAST  PRESIDENT,  PENNSYLVANIA 
GRADE  CRUDE  OIL  ASSOCIATION,  BRADFORD,  PA. 

Mr.  Andrus.  Mr.  Chairman  and  gentlemen  of  the  committee:  My 
name  is  D.  T.  Andrus,  of  Bradford,  Pa.  I  am  immediate  past  presi- 
dent of  the  Pennsylvania  Grade  Crude  Oil  Association  and  Pennsyl- 
vania's representative  on  the  Interstate  Oil  Compact  Commission.  I 
have  been  an  independent  oil  producer  engaged  in  secondary  recovery 
work  since  1910. 

This  part  of  our  presentation  is  a  study  of  the  place  of  the  independ- 
ent company  in  the  supplying  of  oil  for  the  United  States  through 
secondary  recovery  methods.  The  story  of  secondary  recovery  is 
mainly  the  story  of  many  small  operators  and  of  the  great  contribu- 
tion which  they  have  made  to  the  oil  thinking  of  our  country.  It  is 
the  story  of  pioneering.  It  is  a  tale  of  little  businessmen  who,  when 
the  threat  of  declining  oil  production  with  its  blight  of  lost  jobs  and 
vanishing  homes  had  come  to  their  neighborhoods,  met  the  challenge 
and  rebuilt  a  business  greater  than  the  one  they  had  lost.  It  is  the 
story  of  a  business  still  in  its  infancy,  needing  a  great  measure  of  co- 
operation from  business  and  Government  to  bring  about  its  full  return 
in  increased  oil  reserves  and  employment  to  our  country. 

Any  discussion  of  secondary  recovery  must  begin  with  a  short 
description  of  early  producing  conditions  in  the  oil  business.  For 
years  after  the  discovery  of  oil  there  was  no  proper  appreciation  of 
the  part  played  by  the  reservoir  pressure  of  natural  gas  in  moving 
the  crude  oil  into  the  well  hole.    A  well  was  drilled  into  the  oil  sand 
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to  as  great  a  depth  as  the  gas  pressure  would  allow,  and  then  flowed 
wide  open  as  long  as  the  gas  would  lift  the  oil.  When  the  well  ceased 
to  flow,  it  would  be  drilled  deeper  or  shot  and  then  turned  wide  open 
again.  In  a  short  time  the  gas  had  ceased  to  lift  the  oil  and  the  well 
was  put  to  pumping.  In  a  few  years  this  well  had  settled  to  the  stage 
of  what  we  now  call  a  "stripper  well,"  with  a  production  frequently 
of  just  a  few  gallons  a  day.  I  have  spoken  particularly  of  gas  pressure 
because  most  of  the  early  oil  discoveries  were  gas  pressure  pools. 
However,  as  time  went  on  many  oil  pools  were  discovered  in  which 
water  pressure  was  the  flowing  force  and  too  rapid  production  of 
these  pools  was,  if  anything,  more  devastating  to  maximum  produc- 
tion than  the  rapid  waste  of  the  gas  energy. 

In  both  cases,  when  this  rapid  decline  in  production  came,  most  of 
the  people  in  the  boom  area  packed  up  and  moved  on  to  newer  flush 
areas  leaving,  as  they  supposed,  little  of  value  in  the  deserted  region. 
We  have  since  found  out  that  frequently  they  left  a  great  deal  of 
value,  an  oil  sand  saturated  almost  as  fully  with  oil  as  a  dunked 
doughnut  is  full  of  coffee. 

I  particularly  want  to  stress  this  fact,  in  connection  with  the  post- 
war planning  for  oil.  These  early  seekers  for  oil  went  on  to  new 
fields,  frequently  poorer  than  the  areas  they  left.  They  went  on,  not 
because  the  fields  were  really  depleted,  but  simply  because  they  did 
not  realize  the  great  quantity  of  oil  remaining  in  the  sand,  let  alone 
know  how  to  get  it  out. 

This  condition  went  on  for  years.  Oil  was  discovered  in  1859.  It 
was  50  years  later,  after  the  search  for  oil  had  gone  clear  across  the 
United  States,  before  oil  people  began  to  question  the  judgment  of 
those  early  producers.  Finally,  partly  by  accident  and  partly  by 
study,  it  began  to  be  apparent  that  it  was  not  the  oil  that  was  gone, 
but  merely  that  the  reservoir  energy  to  move  it  to  the  well  holes  was 
dissipated. 

With  this  understanding  began  the  branch  of  the  industry  about 
which  I  am  talking  today — secondary  recovery.  Secondary  recovery 
is  the  reenergizing  of  these  inert  oil  reservoirs  with  a  replacement 
force  (high  pressure  air,  gas,  or  water)  to  again  put  the  oil  in  move- 
ment. Oil  produced  from  a  reservoir  before  the  new  technique  of 
pressure  maintenance  was  developed  was  about  in  this  proportion: 
About  20  percent  producible  by  the  original  gas  pressure,  about  25 
percent  that  might  be  produced  by  secondary  recovery  methods.  The 
rest,  comprising  more  than  half  the  original  oil  in  the  sand,  the  indus- 
try has  given  very  little  thought  toward  recovering. 

Let  me  just  stress  that  point,  because  that  is  the  whole  point  of  this 
testimony.  Notice  that  in  one  new  sand  reservoir,  one  barrel  in  five 
was  produced  by  the  original  gas  energy.  We,  by  secondary  recov- 
ery, will  get  another  barrel  and  a  quarter  out  of  the  five.  We  still 
do  not  know  how  to  get  that  other  two  and  three-quarters  out  of  the 
five. 

The  attempt  to  reenergize  the  oil  reservoir  was  also  first  made  in 
the  Pennsylvania  region,  not  so  far  from  where  oil  was  first  discov- 
ered. About  the  year  1900  water  repressuring  was  begun  in  the 
Bradford  field  of  Pennsylvania  and  in  1911  repressuring  with  air 
and  gas  was  begun  in  southeastern  Ohio.  One  form  or  another  of 
secondary  recovery  has  since  been  adopted  in  many  parts  of  the 
country.    However,  the  Bradford  field  of  the  Pemisylvania  region 
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has  had  the  longest  experience  in  water  repressuring  and  I  am  pre- 
senting a  graph  of  its  production  from  the  time  of  the  original  dis- 
covery of  oil  to  date  as  an  illustration  of  the  amount  of  oil  which 
may  be  recovered  by  these  new  methods.  [Graph  entitled  "Oil  Pro- 
duction from  Bradford  and  Allegany  Districts."]  As  you  see,  the 
primary  production  of  this  field  amounted  to  about  250,000,000  bar- 
rels. The  daily  average  of  the  field  was  down  for  several  years  to  a 
production  of  7,000  barrels  per  day,  during  the  years  of  stagnation 
between  the  decline  of  flush  production  and  the  beginning  of  active 
water  flooding.  It  was  during  the  middle  1920's  that  the  flooding 
process  began  to  be  improved  rapidly  and  it  is  exceedingly  note- 
worthy that  this  tremendous  improvement  took  place  during  the 
only  period  of  fairly  stable  prices  that  the  industry  has  ever  known. 

I  would  like  to  stress  that  point,  too,  in  line  with  thought  at  the 
present  time  of  the  limitation  of  profits  in  industry.  The  extractive 
industry  must  have  a  fair  profit  to  obtain  maximum  recovery.  These 
processes  are  not  completed;  they  are  not  fully  developed.  We  have 
lots  to  learn  all  the  time,  and  the  squeezing  of  profits  too  closely  is  not 
a  good  way.  The  country  itself  will  lose  far  more  than  the  business- 
men could  ever  gain  from  too  close  a  pinching. 

In  the  approximately  20  years  since  then  the  field  has  produced 
about  220,000,000  barrels  of  oil.  With  present  known  methods,  there 
are  approximately  100,000,000  to  125,000,000  barrels  of  oil  still  to  be 
recovered.  The  improvement  in  flooding  methods  has  been  evolution- 
ary. Research  has  increased  production  so  that  an  acre  which  would 
have  produced  3,000  barrels  under  1920  methods  should  now  pro- 
duce two  or  three  times  that  amount.  Notice,  too,  that  the  produc- 
tion is  still  large.  In  fact,  because  of  its  valuable  oil,  the  Bradford 
area  has  been  one  of  the  large  oil  fields  in  the  United  States,  in  point 
of  daily  dollar  value  of  sales  of  oil,  for  a  number  of  years.  Of  course, 
these  are  just  bare  figures.  I  wish  that  I  might  paint  for  you  in 
terms  of  jobs  and  homes  and  people's  lives  the  picture  of  a  whole 
area  changed  from  slow  decline  to  a  high  level  of  business  activity 
by  a  new  idea.  This  is  a  remarkable  showing,  but  still  far  from  ideal. 
With  the  best  knowledge  we  now  have  we  shall  walk  off  and  leave 
700,000,000  barrels  of  the  highest-grade  oil  in  the  sand  when  the 
field  is  finally  considered  depleted,  worth  at  the  present  market  price 
$2,625,000,000.  And  this  is  after  we  have  used  every  now  known  pro- 
duction method. 

I  would  like  to  say  this  in  another  way.  The  primary  production 
took  out  about  3,000  barrels  to  the  acre.  By  water  flooding,  we  have 
added  4,000  barrels  a  day  for  our  total  of  7,000,  and  we  are  leaving 
9,000  barrels  an  acre  in  the  sand  that  we  do  not  know  yet  how  to  take 
out. 

The  Chairman.  If  you  leave  700,000,000  barrels  in  the  sand,  how 
much  will  you  have  extracted? 

Mr.  Andrus.  The  total  of  about  250,000,000  plus  350,000,000,  around 
600,000,000  barrels. 

Senator  Moore.  Less  than  half? 

Mr.  Andrus.  Less  than  half. 

The  Chairman.  You  may  proceed. 

Mr.  Andrus.  However,  the  Pennsylvania  producer  is  not  ready  to 
admit  that  all  this  oil  must  be  lost.  Twelve  years  ago  the  Bradford 
District   Pennsylvania   Oil   Producers   Association    began   research 
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studies  at  Pennsylvania  State  College,  with  the  State  of  Pennsylvania 
making  a  contribution  to  the  work.  Two  years  ago  the  Pennsylvania 
Grade  Crude  Oil  Association  took  over  Bradford's  support  of  the 
water-flood  work  and  expanded  the  activity  to  all  forms  of  secondary 
recovery,  with  a  budget  of  $100,000  per  year.  Many  individual  con- 
cerns have  entered  wholeheartedly  into  the  work  and  are  exploring 
various  projects  which  would  account  for  a  second  $100,000  per  year. 
The  work  is  of  various  kinds:  Research  projects  at  different  State 
schools  in  the  region,  a  field  problem  laboratory  at  Bradford,  contract 
research  projects  with  various  national  research  organizations.  The 
findings  are  passed  on  to  producers  by  field  engineers,  much  as  the  De- 
partment of  Agriculture  and  the  Farm  Bureau  are  equipped  to  dis- 
cover and  make  available  to  farmers  new  and  better  methods  of  agri- 
culture. I  have  gone  into  detail  about  our  Pennsylvania  Grade  Crude 
Oil  Association's  attack  on  this  problem  of  residual  oil  because  it  is 
much  the  most  aggressive  work  ever  carried  on  anywhere  and  may  well 
be  duplicated  in  every  area  having  reserves  of  oil  in  the  sand  waiting 
for  a  newer  more  efficient  method  of  recovery  or  a  higher  price  for  oil, 
or  both.  The  oil  industry  recognizes  that  the  Appalachian  area  and 
particularly  the  Bradford  field  is  a  sort  of  laboratory  in  which  the 
results  obtained  may  point  the  way  to  secondary  recovery  methods 
throughout  the  Nation. 

I  might  say  just  a  word  about  this  research  work.  It  has  been 
carried  on  in  a  remarkable  spirit  of  good  will.  We  have  fairly  liberal 
contributions  from  a  number  of  the  large  companies,  the  major  com- 
panies, and  it  has  been  a  very  pleasant  and  interesting  project  from 
the  general  interest  aroused. 

How  much  residual  oil  have  we  in  the  United  States?  On  the 
accompanying  drawing  I  have  illustrated  the  production  statistics 
of  the  country.  Block  I  is  the  total  oil  production  of  the  country  to 
date,  28,000,000,000  barrels.  Block  II  is  the  estimated  presently 
known  oil  reserves  of  the  country,  20,000,000,000  barrels.  In  the  right- 
hand  corner  of  this  second  block  I  have  marked  off  a  smaller  block, 
4,000,000,000  barrels,  the  amount  usually  estimated  to  be  recoverable 
from  the  stripper  well  areas  of  the  country  by  all  presently  known 
methods.  However,  on  the  right  I  have  set  another  and  much  larger 
block  numbered  III,  more  than  twice  as  large  as  the  other  two.  This 
is  100,000,000,000  barrels,  the  amount  that  it  is  estimated  we  shall 
leave  in  the  oil  sands  in  the  United  States  when  all  presently  known 
methods  of  operation  are  finished.  It  is  toward  obtaining  a  greater 
part  of  this  enormous  amount  of  residual  oil  that  our  Pennsylvania 
Grade  Crude  Oil  Association  research  is  directed.  This  100,000,- 
000,000  barrels  is  a  figure  which  your  committee,  in  its  search  for  ade- 
quate employment  for  our  people  and  a  full  supply  of  oil  for  possible 
future  wars,  may  well  stay  awake  nights  to  ponder.  One  hundred 
billion  barrels !  We  leave  in  the  ground  nearly  four  times  as  much 
as  we  have  used  to  date.  I  wonder  if  this  amount  has  ever  been  men- 
tioned in  this  presentation  to  your  committee  of  future  oil  reserves  in 
this  country.  I  doubt  if,  all  told,  there  has  ever  been  more  than 
$200,000  or  $300,000  spent  by  Government  toward  evolving  ways  for 
its  recovery.  Yet,  this  oil  at  the  average  low  price  per  barrel  now 
paid  would  be  worth  over  $100,000,000,000. 
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Mr.  Eraser.  Do  I  understand  that  that  third  column  is  what  is 
left  in  the  ground  after  secondary  recovery  is  effected? 

Mr.  Andrus.  No  ;  before  secondary  recovery.  That  is  the  way  we 
walk  off  and  leave  our  ordinary  reserves  in  the  United  States. 

Mr.  Fell.  It  is  after  secondary  recovery. 

Mr.  Fraser.  This  third  column  on  the  right,  is  that  before  or  after 
secondary  recovery  methods  have  been  applied  ? 

Mr.  Andrus.  Those  figures  are  based,  as  I  said,  on  the  Bradford 
amount,  that  1,300,000,000  barrels  was  originally  in  the  reserve;  we 
had  taken  out  250,000,000.  What  I  am  getting  at  is  secondary  re- 
covery has  been  very  little  used. 

The  Chairman.  My  understanding  of  your  statement  would  be  that 
if  the  same  experience  in  the  Bradford  field  were  applied  to  all  of  the 
producing  areas  of  the  United  States,  then  as  of  the  date  that  this 
chart  is  prepared,  after  primary  recovery  had  ceased,  there  would 
remain  an  estimated  100,000,000,000  barrels  in  the  ground. 

Mr.  Andrus.  Before  secondary  recovery  ? 

The  Chairman.  I  said  after  the  primary  recovery. 

Mr.  Andrus.  After  the  primary  recovery,  yes. 

Mr.  Ja(X)bsen.  Mr.  Chairman. 

The  Chairman.  Mr.  Jacobsen. 

Mr.  Jacobsen.  May  I  call  attention  to  the  fact  that  secondary 
recovery  methods  are  not  applicable  in  all  fields.  There  are  a  good 
many  fields  in  which  a  secondary  recovery  method  will  not  work. 

Mr.  Andrus.  Under  what  we  know  now. 

Mr.  Jacobsen.  Yes,  surely,  talking  about  presently  known  methods. 

Mr.  Andrus.  This  is  a  talk  now  on  the  known  sources  of  the  United 
States,  and  we  just  do  not  know  where  we  can  go  yet. 

Senator  Moore.  And  the  recovery  of  oil  under  primary  recovery 
differs  with  the  field  ? 

Mr.  Andrus.  Yes ;  very  much. 

Mr.  Jacobsen.  It  varies  to  the  point  that  there  are  certain  fields 
where  you  can  get  practically  all  of  it  by  primary  methods. 

Senator  Moore.  That  is  where  the  water  drive  is  used? 

Mr.  Jacobsen.  Yes. 

Mr.  Andrus.  Yes,  and  we  are  improving  our  primary  methods,  so 
that  from  now  on  we  will  not  have  this  condition,  of  course. 

The  Chairman.  The  point  is  whether  in  preparing  this  chart  you 
have  taken  into  consideration  that  some  fields  may  be  efficiently  and 
almost  completely  produced  by  presently  known  primary  methods. 

Mr.  Andrus.  Of  course,  now,  that  figure  is  really  a  figure  that  came 
from  some  of  the  war  agencies,  and  was  an  estimate  of  it. 

The  Chairman.  I  understood  it  was  an  estimate  based  upon  the 
Bradford  experience  ? 

Mr.  Andrus.  Yes;  the  Bradford  experience,  and  also  from  figures 
obtained  during  the  war  by  PAW;  and  the  sands  are  soaked  with 
oil  yet,  some  of  which  we  know  how  to  get  and  some  we  do  not. 

The  Chairman.  It  did  not  pretend  to  be  accurate,  but  it  is  intended 
to  indicate  that  there  is  a  tremendous  reserve  which  we  have  as  yet 
been  unable  to  tap  because  we  have  not  developed  beyond  present 
processes  of  secondary  recovery. 

Mr.  Andrus.  Yes,  and  to  which  to  a  great  extent  our  minds  have 
not  run  toward  trying  to  find  out  how  to  get. 
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The  Chaieman.  In  other  words,  you  are  trying  to  stimulate  interest 
in  further  process  of  secondary  recovery  ? 

'Mr.  AxDRus.  Yes. 

Senator  Moore.  Bradford  Field  is  especially  adaptable  to  that 
method  of  secondary  recovery  that  does  not  obtain  in  many  other 
fields  in  the  country. 

Mr.  AxDKUs.  But  there  are  enormous  areas  that  have  25,000  to 
30,000  barrels  an  acre  that  have  not  as  yet  had  anything  done  with 
them. 

The  Chairmax.  There  is  implicit  in  your  statement  a  recommenda- 
tion that  the  Government  might  very  well  undertake  the  expense 
of  research  to  produce  better  methods? 

]Mr.  A2sT)Rus.  Yes :  I  will  come  to  that  later. 

The  question  facing  this  country  today,  forced  upon  us  by  our 
tremendous  wartime  use  of  oil  is,  are  we  going  to  make  a  fight  for 
these  billions  of  barrels  of  oil  ? 

The  Chairmax.  Pardon  me,  Mr.  Andrus.  I  was  just  remarking 
to  Senator  Moore  that  the  Govermnent  is  all  right  when  it  does 
what  we  want  it  to  do. 

Senator  Moore.  I  was  just  afraid  it  was  not  going  to  stop  when 
we  want  it  to  stop. 

Mr.  AxDEus  (resuming).  Are  we  going  to  protect  these  reserves 
which,  with  a  little  more  ingenuity,  might  well  save  us  in  some  future 
war  crisis?  Or  are  we  going  to  adopt  policies  leading  to  their 
ultimate  loss?  If  this  investigation  accomplished  no  more  than  the 
establishing  of  a  proper  policy  toward  our  residual  reserves,  it  would 
have  made  an  enormous  contribution  to  the  welfare  of  our  Nation. 

If  the  answer  is  yes,  we  do  need  this  oil  and  the  country  needs 
the  billions  of  man-hours  of  work  it  will  take  to  get  it  out,  then 
what  can  and  what  should  we  be  doing  in  the  postwar  period  to 
stimulate  the  harvestmg  of  this  great  crop  of  secondary  oil  to  be 
found  in  every  producing  State  from  Xew  York  to  California? 

TVe  must  educate  our  people  in  oil,  just  as  we  have  educated  them 
in  soil  conservation,  to  the  great  value  of  the  asset  to  be  conserved. 
The  more  advanced  petrolemn  engineers  have  known  for  years  the 
value  of  natural  gas  as  reservoir  energy.  However,  the  demand  of 
the  public  for  cheap  gasoline  and  the  demand  of  the  tax  collector 
for  high  gasoline  taxes  have  been  against  the  engineer  in  his  fight 
for  its  conservation.  The  Interstate  Oil  Compact  Commission  has 
done  a  great  deal  in  selling  efficient  operating  methods,  but  even  in 
States  practicing  conservation,  the  emphasis  is  still  too  much  upon 
getting  some  of  the  oil  out  quickly  and  cheaply,  with  too  little  regard 
for  the  amount  of  natural  energy  wasted  and  the  amount  of  oil  left 
in  the  sand.  The  various  oil  States  still  have  a  great  problem  to 
obtain  the  maximum  of  efficiency  in  primary  production.  This  is 
intended  more  as  a  criticism  of  our  national  thinking  on  conserva- 
tion rather  than  in  the  case  of  oil  in  particular.  Soil  resources, 
timber  reserves,  mineral  deposits,  all  have  suffered  because  we  wanted 
the  commodities  at  too  low  a  price  to  enable  the  producer  to  do  a 
good  conservation  job. 

The  Chairmax.  it  may  be  appropriate  for  me  to  remark  that  the 
Committee  on  Military  Affairs  yesterday  voted  to  report  out  the  bill 
upon  which  members  of  Congress  and  various  scientific  groups  have 
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been  working,  to  establish  a  scientific  foundation  for  the  purpose  of 
promoting  scientific  research.  Under  this  bill,  Government  funds 
would  be  available,  for  example,  to  State  universities  and  schools, 
such  as  a  school  of  mines,  for  example,  to  undertake  scientific  research. 
It  does  seem  to  me  it  would  be  altogether  proper  under  such  a  meas- 
ure for  the  State  universities,  and  other  educational  institutions,  to 
carry  on  the  very  type  of  research  which  you  are  here  recommending 
for  improved  and  more  efficient  methods  of  recovery. 

Mr.  Andrus.  It  would  help  enormously.     [Resuming :] 

In  a  strictl}^  competitive  economy,  such  as  we  have  in  this  country, 
it  is  always  hard  to  practice  conservation  of  any  natural  resource. 
The  more  fortunate  producers  who  happen  to  have  discovered  un- 
usually rich  deposits  of  the  commodity  are  able  to  produce  so  cheaply 
as  to  undersell  the  great  majority  of  the  operators.  This  is  far  more 
true  of  oil  and  natural  gas  than  of  any  other  of  our  resources,  for 
when  the  drill  breaks  through  the  cap  rock  of  a  great  oil  and  gas 
deposit,  the  oil  and  gas  in  many  cases  fairly  jump  to  meet  the  operator. 
Thus  there  is  bound  to  be  an  enormous  difference  in  the  cost  of  oil 
produced  by  flowing  and  that  obtained  ,from  a  pumping  well.  Be- 
cause of  this  fact  the  very  bountifulness  of  our  supply  has  tended  to 
make  us  Americans  wasters  of  our  oil  resources.  We  have  not  yet 
come  to  the  end  of  our  supply  of  flush  fields  and  hate  to  pay  the 
slightly  higher  price  for  oil  products  which  would  make  it  possible 
to  obtain  more  than  twice  as  many  barrels  per  acre  from  our  crude 
reserves.  The  price  set  for  oil  has  been  based  on  competitive  flowing, 
not  efficient  clean  up.  Our  great  ability  to  produce  was  a  lifesaver 
in  war,  and  is  necessary  for  our  peacetime  economy.  However,  we 
must  keep  it  under  control  if  we  are  to  get  the  maximmn  in  wealth 
and  jobs  from  the  oil  reserves  in  our  keeping. 

The  constant  competition  of  new  flush  oil  fields  during  the  '30's 
made  water-flooding  operations  prior  to  the  war  possible  only  in 
the  shallower  and  more  favorably  situated  fields  such  as  the  best 
of  the  shallow  fields  of  eastern  Oklahoma  and  Kansas,  and  I  might 
say  some  in  Texas,  and  the  deeper  fields  of  the  Pennsylvania  region 
where  the  high  lubricating  content  of  the  oil  brought  about  a  higher 
price.  It  has  kept  air  and  gas  repressuring  far  too  much  the  last 
chance  tr}'-  of  the  operator  who  was  ready  to  give  up  and  abandon 
his  property  if  "something  didn't  happen  soon." 

The  coming  of  the  war  and  OPA  price  control  made  matters  in- 
finitely worse.  In  the  '30's  in  the  western  oil  States  prices  occasion- 
ally got  almost  to  where  secondary  recovery  could  be  profitable. 
However,  the  OPA  price  freeze  came  at  a  period  when  much  flush 
oil  was  on  the  market  and  the  price  of  $1.22  per  barrel  was  prac- 
tically the  depression  price.  Thus  the  wartime  increases  in  wages 
and  supplies  had  just  about  put  a  stop  to  secondary  recovery  plans 
until  the  OPA  stripper  well  subsidy  gave  them  an  uncertain 
encouragement. 

This  uncertain  form  of  compensation  is  particularly  discouraging 
to  the  development  of  secondary  recovery  projects.  These  projects 
take  several  years  to  drill  and  to  produce  and,  unless  there  is  a  reason- 
able sustained  price  for  crude,  there  is  very  little  incentive  to  start 
development  work.  Yet,  who  would  notice  an  increased  price  for  oil 
that  would  allow  proper  conservation  in  both  the  flush  and  stripper 
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areas?  In  terms  of  the  present-day  gasoline  taxes,  an  increase  of 
approximately  1  cent  to  li/^  cents  per  gallon  for  crude  oil  over  the 
present-day  price  would  be  ejiough  to  make  tremendous  areas  through- 
out the  country  available  for  secondary  recovery.  This  1  cent  to  1^^ 
cents  seems  small  when  one  remembers  that  the  average  gasoline  tax 
for  the  country  is  nearly  6  cents  and  that  Government  as  a  whole 
recovers  far  more  from  a  barrel  of  oil  as  a  tax  vehicle  than  the  price 
originally  paid  to  the  producer  for  the  oil. 

The  Pennsylvania  Grade  Crude  Oil  Association  in  its  ambitious 
plan  of  secondary  recovery  research  wants  to  cooperate  as  fully  as 
possible  with  the  various  State  and  National  agencies  working  along 
this  same  line.  As  I  have  said,  the  State  governments  are  increasing 
appropriations  and  doing  everything  possible  to  help  with  the  work. 
I  wish  that  I  might  say  as  much  of  the  National  Government.  Just 
the  other  day,  Pennsylvania  made  an  emergency  appropriation  of 
$4,500,  in  addition  to  what  they  have  been  doing  to  help  this  next 
year.  Of  course,  the  Oil  and  Gas  Division  of  the  Bureau  of  Mines 
is  the  agency  of  Government  charged  with  helping  the  oil  industry 
improve  its  production  efficiency,  and  the  Bureau  has  a  station  for 
this  work  at  Franklin,  Pa.  We  found  that  this  station  has  a  good 
physical  set-up,  fine  leadership,  but  only  a  fraction  of  the  manpower 
which  might  be  used  to  attack  the  problems  offered.  As  it  has 
turned  out,  rather  than  getting  more  work  from  the  Bureau  of 
Mines,  the  Pennsylvania  Grade  Crude  Oil  Association  is  putting  in 
$4,200  per  year  to  keep  the  present  work  going.  Worse  than  this, 
sufficient  funds  have  not  been  allowed  to  the  station,  even  for  in- 
cidentals. A  reverse  charge  phone  call  to  the  association  office  from 
Franklin,  Pa.,  is  apt  to  mean  a  call  from  our  friends  at  the  Franklin 
station.  Of  course,  a  similar  condition  prevails  in  all  the  Bureau  of 
Mines'  five  oil  and  gas  stations  throughout  the  country. 

Three  of  the  stations,  those  at  Franklin,  Pa.,  Bartlesville,  Okla., 
and  San  Francisco,  Calif.,  work  part  time  on  secondary  recovery 
problems,  with  a  total  staff  of  20  men,  and  a  yearly  budget  of  $150,000. 
We  have  worked  for  2  years  now  to  get  the  budget  expanded  to  a  size 
befitting  the  dignity  of  the  National  Government.  This  year  we 
have  our  first  encouragement,  for  the  Bureau  of  the  Budget  has  at 
last  approved  an  increase  of  $200,000  for  1947  for  the  Bureau's  work 
in  secondary  recovery.  I  might  say,  in  the  line  of  this  work,  too, 
we  have  been  talking  about  secondary  recovery.  But  these  methods 
developed  are  just  as  good,  many  of  them,  for  better  methods  of 
primary  operation. 

To  the  businessman,  this  seems  small  for  the  great  amount  at 
stake.  This  100,000,000,000  barrels  of  residual  oil  is  nearly  four 
times  the  amount  of  oil  taken  from  the  oil  fields  of  the  country  to 
date.  Any  process  which  would  capture  even  10  percent  of  it  would 
create  a  great  new  asset  for  our  country.  If  the  production  efficiency 
of  the  whole  country  could  be  raised  to  the  level  of  that  of  Bradford 
water-flooding  efficiency,  it  would  double  our  recoverable  reserves. 
As  I  have  said,  the  ownership  of  the  residual  oil  properties  is  mostly 
in  the  hands  of  many  small  concerns,  so  that  there  is  no  possibility 
of  a  major  research  project  of  several  million  dollars  by  one  large 
company,  such  as  the  $8,000,000  laboratory  of  General  Electric  or 
the  $20,000,000  automotive  laboratory  of  General  Motors  which  have 
been  mentioned  in  the  papers  in  recent  months.    Also,  because  oil  is 
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found  in  only  about  half  the  States  of  the  country,  no  individual 
State  is  apt  to  go  "all  out"  for  the  work,  unless  it  might  be  Texas. 
Like  flood  control,  soil  conservation,  and  public  defense,  it  is  too 
large  and  of  too  general  interest  to  iDe  left  in  limited  hands.  It  is 
a  subject  which  calls  for  a  bold  approach.  It  is  well  worthy  of  as 
much  consideration  as  the  $30,000,000  appropriation  which  Congress 
a  few  years  ago  gave  to  the  study  of  the  recovery  of  oil  from  shale 
and  coal. 

That  is  the  thing  I  want  to  stress  in  this  talk,  that  we  somehow 
seem  to  have  jumped  over.  We  have  gone  from  the  stripper  well  to 
the  substitute  for  oil,  with  very  little  general  and  national  interest 
in  this  in-between  program.  Of  course,  we  spoke  some  yesterday 
about  the  large  companies.  The  large  companies  are  waking  up  to  the 
fact  that  since  they  have  not  been  interested  there  has  not  been  the 
united  demand  in  the  industry  for  the  attack  on  this  problem. 

As  long  as  air  power  is  the  key  to  national  safety  and  as  long  as 
planes  are  only  powered  by  petroleum  products,  we  cannot  pass  up 
any  means  that  will  add  to  our  supply  of  oil.  In  World  War  I  we 
used  39,000  barrels  of  gasoline  per  day.  In  World  War  II,  600,000 
barrels  of  100-octane  gasoline  were  consumed  each  day.  During  the 
time  of  World  War  I,  the  United  States  produced  about  700,000,000 
barrels  of  oil.  In  World  War  II,  7,500,000,000  barrels  of  oil  were 
used.  Where  better  could  we  look  for  an  additional  supply  than  to 
this  residual  oil?  It  is  here  in  the  continental  United  States,  safe 
from  submarine  attack.  It  is  hid  in  many  a  scattered  region,  safe 
as  possible  from  air  attack,  and,  so  far,  safe  from  man. 

The  little  men  of  the  oil  industry  have  originated  this  idea  of 
secondary  recovery  salvage  and  fostered  its  progress  to  date.  How- 
ever, we  have  barely  scratched  the  surface  of  its  possibilities.  If  the 
aviation  industry  had  made  no  greater  effort  and  if  Government  had 
not  sponsored  the  great  flying  fields  and  provided  the.  air  mail  sub- 
sidies, we  should  still  be  using  the  flying  crates  of  25  years  ago,  instead 
of  the  long-distance  monsters  of  today.  It  does  not  appear  nearly 
as  unlikely  that  we  shall  find  ways  to  recover  more  of  our  oil  re- 
serves at  a  reasonable  cost  as  it  did  a  quarter  of  a  century  ago  that  we 
should  learn  to  fly  200-passenger  planes.  The  United  States  Govern- 
ment should  be  a  leader,  not  a  laggard,  in  the  effort  to  conserve  the 
residual  oil  areas  and  to  promote  secondary  recovery.  This  leader- 
ship could  well  be  expressed  in  two  ways : 

1.  Scientific  leadership  in  the  Bureau  of  Mines  in  cooperation  with 
the  efforts  of  private  industry  and  the  various  States  which  will  at- 
tack in  a  thoroughgoing  manner  the  problem  of  reclaiming  more  of 
this  residual  oil  in  the  manner  that  the  Bureau  is  now  doing  work  for 
shale  oil  and  synthetic  fuels. 

2.  Congress  should  use  the  influence  of  the  Federal  Government  to 
maintain  a  price  for  crude  oil,  as  well  as  other  natural  resources, 
which  will  allow  private  industry  to  obtain  the  m.aximum  in  product 
and  employment  from  these  irreplaceable  commodities. 

I  said  "two  recommendations."  Since  I  have  come  down  here,  quite 
a  segment  of  the  industrj?^  has  asked  for  a  third  recommendation, 
which  I  will  be  glad  to  read. 

3.  In  view  of  the  fact  that  crude  prices  regulated  by  the  law  of 
supply  and  demand  are  in  turn  determined  largely  by  flush  produc- 
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tion  produced  at  a  much  lesser  cost  than  that  from  stripper  wells, 
Congress  should,  in  an  effort  to  conserve  the  millions  of  barrels  of 
recoverable  oil  in  stripper  well  areas,  enact  a  permanent  conservation 
program  providing  for  the  pajTiient  out  of  the  public  funds  of  a  sub- 
stantial sum  per  barrel  over  and  above  tlie  crude  oil  posted  market 
price  in  order  that  wells  when  they  reach  the  stripper  class  will  not 
be  abandoned  and  that  by  secondary  recovery  methods  over  the  years, 
sustained  and  encouraged  by  such  payments,  will  produce  for  the 
public  use.  millions  of  barrels  of  crude  oil  which  otherwise  will  be  lost. 

I  want  to  thank  you  members  of  the  committee  for  hearing  from 
the  very  smallest  of  oil  producers. 

The  Chairmax.  To  what  extent  was  that  third  recommendation 
urged  upon  you  by  the  industry  ? 

Mr,  AxDEus.  IsLt.  McClure  will  state  who  did  the  urging  mostly,  in 
his  paper.  Of  course,  there  are  very  considerable  areas  in  the  5lid- 
Continent.  and.  of  course,  the  Xational  Stripper  "Well  Association, 
that  voteci  for  it.  The  Penn  Grade  Association  has,  I  think,  voted 
for  it. 

The  Chatrmax.  Xow.  it  seems  to  me  that  in  the  opinion  of  those  who 
are  urging  this,  if  the  subsidy — or,  I  should  say  if  the  conservation 
prosTL^am — is  not  continued,  then  production  from  the  stripper  wells 
IS  likely  to  fall  off. 

Mr.  AxDRus.  Yes.  As  one  of  the  witnesses  yesterday  said,  there 
is  always  the  urge,  especially  in  the  Mid-Continent,  to  sell  for  junk. 
When  the  junk  gets  up  so  that  this  price  for  the  wells  in  3,  4.  or  5  years 
is  no  greater  than  the  price  for  junk,  that  area  is  pulled  out,  and  it  is 
absolutely  abandoned. 

The  CHAiPtiiAX.  I  suppose  the  theory  would  be  that  a  subsidy  would 
be  justified  on  the  ground  that  if  the  price  to  the  consumer  were  main- 
tained at  a  sufficient  level  to  make  the  secondary  recovery  from  strip- 
per wells  generally  profitable,  it  would  make  flush  production  very 
much  more  profitable. 

Mr.  AxDErs.  That  is  the  trouble.  There  is  such  a  range  in  cost  in 
the  oil  industry,  more  probably  than  in  any  other  industry. 

Senator  Moore.  The  conservation  laws  of  the  States,  of  which  there 
has  been  so  much  said,  are  intended  to  lead  towards  conservation  of 
oil.  And  that  includes  the  oil  from  what  you  call  stripper  wells.  So 
the  States,  under  their  laws,  have  restrauied  the  production  of  oil  to 
what  is  generally  regarded  as  the  demand  for  oil.  And  if  those  last 
were  enforced  fairly  and  equitably,  wouldn't  it  be  to  the  interest  of 
the  indtistry  itself  to  maintain  a  price  and  maintain  a  balance  between 
production  and  demand  so  as  to  give  the  stripper  wells  an  oppoitunity 
to  exist  and  continue,  and  also  make  possible  the  application  of  sec- 
ondary recovery  i 

Mr.  AxDEus.'^It  certainly  should  be  that  way. 

Senator  Mooee.  It  must  appear  to  the  industry  as  a  whole  in  this 
thinking  about  the  over-all  picture  of  the  long  pull,  that  they  must 
conserve  their  reserves.  Abandomnent  of  small  wells  just  because 
there  happened  to  be  a  period  of  flush  production  would  not  be  in- 
dulged by  the  industry  at  the  present  time,  would  it  ?  I  mean,  that 
would  seem  to  be  a  reasonable  opinion. 

Mr.  AxDRTS.  Yes. 

Mr.  Fell.  Senator  Moore,  isn't  this  what  you  have  in  mind,  that 
here  we  have  an  industry  from  which  we  are  getting  oil  fi^om  a  res- 
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ervoir.  The  next  cheapest  source  from  -which  you  can  get  that  oil 
is  oil  shale.  Mr.  Fieldner,  of  the  Bureau  of  Mines,  has  testified  before 
this  committee  that  to  get  oil  from  oil  shale  costs  about  $2.25  a  barrel. 
In  the  natural  laws  of  competition  for  a  market  with  competitive 
sources,  until  the  price  of  crude  oil  got  up  to  $2.25  a  barrel — I  am 
talking  about  crude  oil  from  natural  reservoirs — there  should  not  be 
a  competitive  market.  Therefore,  the  agencies  that  have  in  their 
power  the  conservation  of  our  natural  resources  should  also  take  into 
consideration  the  fact  that  low  prices  create  waste,  and  that  we  have 
a  little  different  situation  from  other  industries  where  competition 
might  be  from  other  sources.  Therefore,  if  conservation  is  properly 
handled  you  will  have  a  high  enough  price  to  make  it  possible  to  get 
the  greatest  ultimate  recovery,  using  stripper  wells  and  all  other 
means. 

Is  that  what  you  had  in  mind? 

Senator  Mooke.  That  is  probably  stated  a  little  differently.  My 
point  is  this :  That  the  oil  industry  itself,  being  mindful  of  the  need 
over  the  long  pull  of  conserving  this  oil  as  long  as  possible,  will  pre- 
vent the  abandonment  of  wells  that  produce  a  substantial  amount  of 
oil  that  make  up  the  requirements  of  the  country,  and  will  maintain 
a  price  and  maintain  a  program  with  a  balance  of  the  oil  from  the 
small  wells  and  the  flush  wells. 

Mr.  Fell.  Supply  and  demand? 

Senator  Moore.  Yes ;  that  is  right.  That  is  a  better  thing  to  do, 
and  a  much  better  thing  to  do  than  to  get  into  the  complex  situation 
of  the  Government's  paying  stripper  wells  a  subsidy. 

Mr.  Fell.  I  think  the  whole  industry  would  agree  with  you  on 
that. 

Senator  Moore.  I  think  that  surely  must  be  the  sentiment. 

Mr.  Fell.  And  that  is  in  the  hands  of  the  States. 

Senator  Moore.  That  is  in  the  hands  of  the  States  and  the  industry, 
itself. 

Mr.  Fraser.  "Wouldn't  it  be  perhaps  preferable,  although  I  do  not 
know,  instead  of  paying  out  Government  money  to  squeeze  out  the 
last  ounce,  to  let  a  little  foreign  oil  in? 

Mr.  Fell.  "Well,  now,  here  is  your  problem  with  that,  Mr.  Fraser: 
You  abandon  those  wells,  and  you  must  realize  you  cannot  go  back 
and  redrill  them,  and  that  resource  is  lost  forever. 

Mr.  Jacobsen.  Mr.  Chairman,  may  I  make  two  minor  points  ? 

The  Chairman.  Mr.  Jacobsen. 

Mr.  Jacobsen.  One  of  them  is  that  no  matter  what  subsidy  may  be 
paid  to  stripper  wells,  and  no  matter  what  the  price  may  be,  there 
will  always  be  some  oil  left  in  the  ground.  In  other  words,  at  a 
certain  price  level  it  may  not  pay  to  produce  a  well  at  less  than,  say, 
three  barrels  a  day,  at  a  certain  depth.  Raise  the  price,  and  it  might 
pay  to  produce  it  down  to  two  barrels  a  day.  My  point  is  that  no 
matter  what  the  price  is,  you  will  get  to  the  point  where  you  will 
always  have  a  stripper  well  by  any  definition.    That  is  one  point. 

The  other  one  is  that  I  think  it  would  be  generally  agreed  that  the 
use  of  the  most  advanced  production  technology  that  we  have  heard 
a  lot  about  here,  repressuring,  recycling,  and  lots  of  other  things,  will 
mean  that  there  will  be  less  oil  left  underground  in  the  future  to  be 
recovered  by  these  expensive  recovery  methods.  In  other  words,  we 
hope  that  among  the  dividends  that  would  be  paid  by  the  use  of  better 
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recovery  methods  will  be  less  oil  left  underground  as  stripper  wells, 
as  time  goes  by. 

Senator  Moore.  That  can  be  effected  by  making  secondary  recovery 
applicable  in  all  cases. 

Mr.  Jacobsen.  That  is  quite  right. 

Mr.  Andrus.  But  we  must  remember  that  there  are  enormous  areeis, 
though,  in  which  less  than  half  the  oil  has  been  taken  out,  let  us  say, 
up  till  the  last  few  years. 

Senator  Moore.  Yes.  I  am  not  intending  to  discourage  effort  at 
secondary  recovery  and  additional  methods  that  may  be  discovered. 
But  since  Mr.  Jacobsen  has  said  that  under  the  present  more  enlight- 
ened methods  of  producing  there  is  less  oil  left,  therefore  there  is 
less  reason  for  the  application  of  what  we  have  been  talking  about 
here  in  your  paper  as  secondary -recovery  methods. 

Mr.  Andrus.  With  proper  engineering,  there  really  should  be  no 
secondary  recovery.  Either  water  or  gas  should  be  pumped  back 
into  the  reservoir,  and  the  whole  thing  should  be  done  in  one  well  in 
some  10  or  15  years,  rather  than  over  a  longer  period  of  time. 

Senator  MooriJ.  It  is  tending  in  that  direction  now,  is  it  not,  under 
present  methods  of  production? 

Mr.  Andrus.  Yes. 

Mr.  Fell.  Senator  Moore,  I  want  to  get  clear  in  my  mind  what  you 
are  saying.    Are  you  saying  that  there  should  be  an  adequate  price  ? 

Senator  Moore.  I  know  that  there  should  be  an  adequate  price.  I 
am  not  in  the  oil  business  now,  but  I  have  always  favored  that. 

Mr.  Fell.  That  is  what  I  thought  you  meant. 

The  Chairman.  May  I  ask  you  one  other  question,  Mr.  Andrus? 

If  a  well  has  reached  the  secondary  stage,  and  that  recovery  is 
carried  on  by  reason  of  a  subsidy  or  by  reason  of  a  capital  investment, 
and  then  for  any  reason  production  is  stopped,  does  that  have  any 
effect  upon  the  ultimate  possible  recovery  ?  Can  you  resume  the  pro- 
duction of  oil  from  such  a  well  ?        1 

Mr.  Andrus.  From  secondary-recovery  wells  ? 

The  Chairman.  Yes ;  after  you  have  abandoned  it. 

Mr.  Andrus.  Not  after  you  have  abandoned  it.  Of  course  with 
water  flooding,  if  you  stopped  the  process  even  for  a  few  days,  you 
have  an  enormous  loss.  Something  happens  in  the  sand,  the  oil  and 
water  mix,  and  you  never  can  get  the  thing  in  motion  again. 

The  Chairman.  So  that  it  is  desirable  to  keep  the  thing  moving. 
Is  that  the  idea  ? 

Mr.  Andrus.  It  must  be  kept  moving  if  you  are  going  to  get  a  pay- 
off on  it,  even  under  rather  unfavorable  conditions. 

The  Chairman.  Now,  suppose,  for  example,  that  this  program, 
which  is  now  in  effect  of  a  Government  subsidy  on  stripper  wells, 
were  stopped  and  by  reason  of  the  withdrawal  of  the  subsidy  opera- 
tions were  suspended,  what  would  be  the  effect  upon  the  ultimate 
recovery  ? 

Mr.  Andrus.  It  would  make  for  a  decided  cut  in  recovery. 

The  Chairman.  I  mean  ultimately.  Of  course,  there  would  be  an 
immediate  effect,  but  I  am  talking  about  the  ultimate  effect. 

Mr.  Andrus.  It  would  be  the  ultimate  effect,  I  would  say,  because 
with  the  movement  of  oil  through  sands,  and  with  a  water-soaking 
action,  something  happens  and  just  plugs  the  thing  off. 
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The  Chairman.  Thank  you  very  much. 

Captain  Franchot.  I  think,  Mr.  Chairman,  to  amplify  Mr.  Andrus' 
statement  on  that  fact,  there  are,  of  course,  examples  where  very  fine 
results  are  obtained  by  the  use  of  gas  and  air  as  repressuring  ele- 
ments. In  those  fields,  cessation  of  operation  or  diminution  of  oper- 
ation is  not  as  injurious  as  it  is  with  water  flood  sections.  And  there 
are  gentlemen  here,  I  think,  who  will  bear  me  out  on  that. 

Mr.  Fell.  I  think  it  might  enlighten  you,  Mr.  Chairman,  to  know 
of  cases  in  fields  that  were  drilled  back  in  1912  and  1913,  where  they 
drilled  wells  150  feet  from  the  line,  with  300  feet  between  locations. 
They  produced  those  wells  wide  open.  There  was  no  conservation  at 
all  in  those  days.  They  have  gone  in  there,  since  1935,  and  drilled 
over  200  wells  in  one  field  that  I  know  of,  and  have  got  wells  pro- 
ducing as  much  as  180  barrels  a  day,  showing  what  happened  when 
they  bypassed  that  oil  and  left  it  in  the  sand  by  wide-open  flow. 

That  is  being  done  away  with  under  present  production  patterns. 

The  Chalrman.  The  chairman  is  advised  that  the  oldest  produc- 
ing oil  well  in  the  United  States  is  represented  in  the  room  today  in 
the  person  of  William  J.  Brundred.  Mr.  Brundred,  I  understand  one 
of  your  wells  was  drilled  in  1861. 

Mr.  Brundred.  Yes;  1861.  It  has  been  under  continuous  produc- 
tion for  85  years. 

The  Chairman.  And  you  have  secondary-recovery  methods  at  that 
well? 

Mr.  Brundred.  Yes ;  we  have  beneficent  methods  there  yet  that  are 
going  to  require  closer  spacing  to  get  maximum  production  from  that 
area.  But  that  field  has  been  stimulated  partially,  and  it  would  be 
greatly  increased  by  more  intensive  development. 

The  Chairman.  Do  I  understand  that  this  well  has  been  produc- 
ing for  85  years  ? 

Mr.  Brundred.  Yes. 

The  Chairman.  And  what  is  the  foreseeable  future  of  production 
in  your  well? 

Mr.  Brundred.  It  is  making  now,  I  would  say,  about  a  quarter  of 
a  barrel. 

The  Chairman.  I  see. 

Mr.  Brundred.  The  surprising  part  of  it  is  that  when  we  take  a 
core  of  the  oil  sands  adjacent  to  that  well,  it  shows  a  surprising 
amount  of  oil  in  there,  and  we  could  get  out  more  in  the  development. 

The  Chairman.  In  what  part  of  Pennsylvania  is  this  well,  Mr. 
Brundred  ? 

Mr.  Brundred.  It  is  near  Oil  City. 

The  Chairman.  Well,  we  wish  you  good  luck  and  a  long  life. 

Captain  Franchot.  Mr.  Chairman,  I  do  not  want  to  seem  to  vie 
with  Mr.  Brundred,  but  we  have  wells  that  have  been  producing  over 
65  years  in  the  Bradford  field. 

The  Chairjvian.  That  is  still  20  years  short. 

Mr.  Brundred.  We  had  to  change  the  pumps  on  our  well  and  make 
them  pump  a  little  better  so  I  could  make  a  trip  to  Washington. 

Mr.  Fell.  Have  you  finished  with  Mr.  Andrus  ? 

The  Chairman.  Yes. 

Mr.  Fell.  Mr.  H.  M.  McClure  is  our  next  witness.  He  will  discuss 
conserv^ation  of  stripper  wells. 
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STATEMENT  OF  H.  M.  McCLURE,  PRESIDENT  OF  NATIONAL  STRIP- 
PER WELL  ASSOCIATION,  AND  CHAIRMAN  OF  THE  STATE  OIL 
BOARD  OF  MICHIGAN 

Mr.  McClure.  My  name  is  H.  M.  McClure  and  my  home  is  in 
Alma,  Mich.  I  am  president  of  the  National  Stripper  Well  Associa- 
tion, chairman  of  the  State  oil  board  of  Michigan,  and  have  been 
engaged  continuously  in  the  drilling  and  producing  segments  of  the 
oil  industry  since  1919. 

The  National  Stripper  Well  Association  is  composed  of  district 
and  State  oil  and  gas  associations  located  in  various  oil-producing 
sections  of  the  Nation  and  interested  in  the  production  and  preserva- 
tion of  the  petroleum  reserves  underlying  our  stripper  wells. 

It  is  a  unique  privilege  and  honor  that  one  from  the  ranks  of  manual 
labor  should  have  the  opportunity  to  appear  before  this  distinguished 
committee  to  acquaint  you  with  facts  concerning  our  stripper  wells 
and  the  need  for  conservation  of  the  underlying  petroleum  reserves. 

When  it  is  first  discovered,  the  oil  in  a  new  pool  is  under  pressure 
caused  by  gas  compressed  within  the  reservoir  itself  pr  by  the  pressure 
of  water  in  the  same  or  in  surrounding  formations  trying  to  force  its 
way  into  the  reservoir.  This  pressure,  causes  the  oil  to  flow  from  the 
reservoir  into  the  drilled  wells.  Once  inside  the  well  it  is  usually 
an  easy  matter  to  lift  it  to  the  surface.  As  a  general  rule,  in  the 
process  of  production  the  inherent  propulsive  force  that  moves  the  oil 
into  the  well  bore  continually  declines  as  oil  is  produced.  As  a  result, 
long  before  all  the  oil  in  a  reservoir  has  been  produced  the  energy 
remaining  declines  to  the  point  where  oil  is  not  forced  into  the  wells 
at  a  rate  adequate  to  make  the  continued  operation  of  the  wells  eco- 
nomic. In  other  words,  an  exhausted  oil  pool  is  not  one  from  which 
all  the  oil  has  been  produced,  but,  rather,  one  in  which  the  primary 
reservoir  energy  has  been  depleted.  Thus,  as  the  energy  of  a  reservoir 
is  depleted  wells  pass  from  the  flush  stage,  through  the  settled  stage 
and  into  the  stripper  class. 

A  stripper  well  may  be  defined  as  any  oil  well  producing  at  a  cost 
which  approximates  the  revenue  from  the  sale  of  its  production.  The 
depth  or  size  does  not  necessarily  determine  its  classification.  It  may 
be  a  1-barrel  well  at  500  feet  or  a  50-barrel  well  at  5,000  to  10,000  feet; 
the  principal  factor  being  the  cost  of  production  in  relation  to  the 
amount  of  money  received  therefor. 

The  most  recent  authoritative  survey  of  stripper-well  production 
was  made  by  the  Interstate  Oil  Compact  Commission  and  the  National 
Stripper  Well  Association  covering  the  year  1944.  [Infra,  exhibit 
A,  pp.  116-132.] 

It  discloses  that  of  the  412,851  producing  oil  wells  in  the  Nation, 
296,388,  or  71.8  percent,  are  classified  as  stripper  wells.  In  1944, 
these  stripper  wells  produced  217,041,621  barrels  of  oil,  or  12.9  percent 
out  of  a  total  United  States  production  of  1,678,376,000  barrels. 
Average  daily  production  per  well  was  11.1  barrels  for  all  oil  wells 
and  2.0  barrels  for  the  stripper  wells. 

The  number  of  stripper  wells  producing  in  1944  was  3,107  greater 
than  in  1942,  when  the  previous  survey  was  made.  The  survey  like- 
wise shows  that  the  stripper  wells  produced  approximately  14,000,000 
barrels  more  in  1944  than  in  1942.  This  oil  was  sorely  needed  for 
the  successful  prosecution  of  the  war  when  flush  and  semiflush  wells 
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in  many  parts  of  the  country  were  being  produced  at  rates  above  their 
maximum  efficient  rates  of  production. 

I  would  like  to  add  that  millions  of  barrels  were  lost  in  that  process 
in  producing  many  of  our  good  pools  above  the  maximum  efficient 
rate.     Engineers  who  are  competent  will  testify  on  that  statement. 

The  Chairman.  How  much  was  the  loss,  do  you  estimate  ? 

Mr.  McClure.  In  barrels,  I  do  not  have  the  figures.  But  I  say  the 
fact  that  they  were  produced  at  15  percent  above  the  maximum 
efficient  rate  means  that  several  million  barrels  are  lost  in  that  proc- 
ess, due  to  premature  depletion  of  the  reservoir  energy  and  the  coning 
of  water  in  those  pools. 

Senator  Moore.  You  mean  as  far  as  ultimate  recovery  is  concerned  ? 

Mr.  McClure.  As  far  as  ultimate  recovery  is  concerned ;  yes. 

The  Chairman.  Thank  you. 

Mr.  McClure  (resuming).  In  fields  now  developed,  we  have  a 
total  of  298,000  stripper  wells  with  reserves  conservatively  estimated 
at  4,000,000,000  barrels;  20  percent  of  our  Nation's  total  reserves 
which  approximate  20,000,000,000  barrels. 

The  preservation  of  marginal  or  stripper-well  properties  by  the 
application  of  secondary-recovery  methods  is  a  conservation  measure 
of  great  importance,  and  one  that  should  be  carefully  considered  in 
the  formulation  of  a  national  oil  policy.  Secondary  recovery  is  the 
term  generally  applied  to  the  process  of  stimulating  oil  recovery  by 
augmenting  reservoir  energy  by  the  injection  of  water,  gas,  or  air  into 
the  reservoir.  This  is  usually  done  after  the  primary  recovery  phase 
has  passed.  The  cost  of  applying  secondary  recovery  varies  with 
many  factors,  chief  among  which  are  the  depth  from  which  the  pro- 
duction is  obtained  and  the  propulsive  method  used.  It  is  generally 
agreed  that  development  costs  alone  on  water  flooding  range  from 
$700  to  $3,000  an  acre,  and  with  compressed  gas  or  air,  $100  to  $1,000 
per  acre,  in  depths  shallower  than  2,000  feet.  In  the  absence  of  a 
profit  incentive  adequate  to  justify  this  extra  expenditure,  premature 
abandonments  have  and  will  occur  with  irretrievable  loss  to  the 
Nation  of  this  large,  valuable,  and  irreplaceable  portion  of  our  natural 
resources. 

Briefly,  I  would  like  to  explore  the  question  of  the  Senator  and  one 
other  gentleman  as  to  whether  or  not  the  oil  can  be  retrieved  after  the 
well  is  abandoned.  On  that  point,  the  consensus  of  the  oil  industry 
is  that  it  is  very  impracticable  to  recover  it  after  the  wells  have  once 
been  abandoned,  due  to  a  very  high  economic  level  of  recovering  the 
oil  in  the  sand,  and  the  further  fact  that  when  they  are  abandoned, 
the  control  of  water  in  the  wells  that  were  abandoned  will  many  times 
affect  the  oil  in  place,  and  one  of  the  prohibiting  factors  in  the  larger 
pools  is  the  fact  that  the  royalty  interest  might  be  as  high  as  600  dif- 
ferent royalty  owners  under  one  tract  of  land  that  was  subsequently 
passed  to  the  State  and  further  subdivided,  and  in  many  instances, 
in  my  experience,  it  has  been  prohibitive  to  re-lease  that  land  for  the 
recovery  of  oil  where  the  economic  value  of  it  was  questionable. 

Captain  Franciiot.  Mr.  McClure,  may  I  interrupt  you  there? 

Mr.  McClure.  Yes,  sir. 

Captain  Franchot.  It  seems  to  me  you  were  modest  in  this  cost  of 
development.  Just  recently,  in  the  last  2  weeks,  I  have  engaged  in 
collaboration  with  a  well-known  engineer  in  Pittsburgh,  in  a  study  of 
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development  costs  and  based  on  that,  I  would  like  to  see  you  raise  that 
first  figure  so  as  to  read  from  $700  to  $3,500,  and  raise  the  second  one  to 
$2,500. 

Mr.  McClure.  Captain,  I  will  say  this,  that  this  is  from  a  1944 
survey.    We  have  had  a  45-percent  increase  in  cost  since  that  time. 

Captain  Franchot.  That  would  explain  it.  I  would  like  to  recom- 
mend that. 

Mr.  McClure.  Yes,  sir ;  we  will  be  glad  to  accept  your  recommenda- 
tion for  the  record.     Thank  you,  sir. 

The  CHAiRiiAN.  Do  I  understand  your  last  sentence  to  mean  that 
because  the  subsidy  program  has  been  uncertain  in  duration  the  sec- 
ondary-recovery methods  have  not  been  installed  in  many  wells  where 
they  might  have  been  successfully  applied,  because  private  investment 
was  lacking? 

Mr.  McClure.  That  is  true,  Mr.  Chairman,  particularly  due  to  the 
fact  that  ordinary  secondary  programs  do  not  develop  any  results 
usually  before  the  first  or  second  year,  and  the  operators  who  engage  in 
those  projects,  if  they  have  their  own  capital,  would  be  reluctant  to 
spend  it  without  assurance,  and  they  cannot  secure  it  from  a  bank 
without  a  guaranty  of  repayment,  with  some  assurance  that  the  reve- 
nues from  the  oil  will  be  in  excess  of  the  investment. 

The  Chairman.  Are  you  going  to  suggest  to  the  committee  what 
standard  you  think  should  apply  for  a  Government  subsidy  program  ? 

Mr.  McClure.  Mr.  Chairman,  I  have  some  further  remarks.  I 
would  like  to  answer  that  question  when  I  come  to  it. 

The  Chairman.  Very  well. 

Mr.  McClure.  I  won't  forget  it,  though.    [Eesuming :] 

The  extent  of  secondary-recovery  operations  in  the  United  States 
has  been  investigated  by  the  A.  P.  I.  subcommittee  on  secondary-recov- 
ery methods.  During  1942,  operations  affected  a  minimum  of  306,282 
acres  of  oil-productive  territory  on  which  there  were  some  50,636 
wells.  These  comprise  1,236  different  projects  located  in  254  separate 
fields  with  an  estimated  plant  investment  of  $281,496,000.  The  value 
of  secondary-recovery  oil  produced  in  the  United  States  during  1942 
is  estimated  to  have  been  $84,000,000.  Therefore,  only  one-sixth  of 
our  total  stripper  wells  and  productive  acreage  received  any  benefit 
from  secondary-recovery  operations,  while  a  large  majority  of  the 
remaining  number  are  unable  to  receive  any  benefits  from  this  work 
due  to  lack  of  price  incentive.  The  fact  that  the  premium-payment 
plan  for  stripper  well  production,  inaugurated  by  the  Government 
August  1,  1944,  is  only  on  a  temporary  basis,  has  not  fully  justified, 
in  many  instances,  the  expenditure  or  investment  necessary  to  engage 
in  these  operations. 

In  speaking  of  such  operations,  we  usually  think  of  shallow  fields 
because  most  of  them  in  the  past  have  been  confined  to  shallow  depths. 
But  this  again  is  due  to  the  economics  of  the  situation.  With  an 
adequate  price  incentive,  it  is  practicable  and  feasible  to  apply  sec- 
ondary-recovery operations  to  wells  of  much  greater  depth  than  has 
been  done  heretofore.  Every  oil  well  eventually  becomes  a  stripper. 
The  majority  of  fields  in  all  parts  of  the  country  are  adaptable  to 
secondary-recovery  operations  provided  the  crude-oil  price  is  adequate 
to  cover  the  added  cost  of  this  expensive  method  of  operation. 

In  the  1944  survey  made  by  the  Interstate  Oil  Compact  Commission 
and  the  Stripper  Well  Association,  information  was  developed  cover- 
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ing  the  additional  reserves  which  may  be  recovered  from  stripper 
wells  by  secondary-recovery  methods  with  a  price  increase  of  25  cents 
a  barrel,  50  cents  a  barrel,  and  75  cents  per  barrel,  respectively. 
Following  are  the  estimates  for  the  United  States : 

Barrels 

Increase  of  25  cents  per  barrel 337,  000,  000 

Increase  of  50  cents  per  barrel 980,  000,  000 

Increase  of  75  cents  per  barrel 1,  652, 000,  000 

Total 2,  969,  000,  000 

That  was  in  1944.  That  figure  has  since  been  revised  to  an  estimate 
of  5,000,000,000  barrels,  which  represents  25  percent  of  the  Nation's 
total  reserves.  I  would  like  to  say  that,  under  present  values,  that 
25  percent  of  the  total  reserves  of  the  Nation  represents  $5,000,000,000. 
Figures  will  be  introduced  to  this  committee,  or  have  alread;^  been 
released,  that  show  the  present  cost  of  finding  a  barrel  of  oil  in  the 
United  States  at  approximately  $1  a  barrel,  to  find  it  alone.  And  the 
topic  at  hand  is  5,000,000,000  barrels  of  oil  underlying  these  stripper 
wells  already  found.  We  think  it  is  in  the  interest  of  the  national 
welfare  and  national  security  to  give  adequate  consideration  and 
weight  to  this  topic.  I  amplify  that  for  the  reason  that  this  oil  has 
already  been  found  and  the  present  market  value  of  it  is  $5,000,000,000. 
That  is  on  the  assumption  it  costs  $1  a  barrel  to  find  it.  I  think 
the  OPA  report  reflects  91  cents. 

The  Chairman.  Have  you  made  any  estimate  of  what  it  would  cost 
the  Government  to  finance  such  a  program  as  is  here  suggested? 

Mr.  McCltjre.  In  answer  to  that  question,  the  Government  expendi- 
ture on  the  subsidy  up  to  date  is  about  $74,000,000  for  19  months,  or 
$50,000,000  a  year.  That  is  what  has  been  spent,  predicated  on  the 
proposition  of  conserving  these  wells  until  such  time  as  that  could  be 
done. 

Now,  in  terms  of  talking  about  recovering  this  oil,  I  do  not  think 
that  is  your  question,  is  it,  Mr.  Chairman?  You  are  not  speaking  of 
what  it  would  cost  to  recover  this  5,000,000,000  barrels  of  oil? 

The  Chairman.  No.  Wliat  would  it  cost  the  Government  to  finance 
a  subsidy  on  the  basis  of  the  figures  that  you  have  here,  25  cents  a 
barrel,  or  50  cents  a  barrel,  or  75  cents  a  barrel  ? 

Mr.  McCluee.  Reflecting  the  figures  we  have  here  of  this  survey, 
they  would  indicate,  in  direct  answer  to  your  question,  irrespective  of 
the  source  of  the  revenue,  that  75  cents  a  barrel  would  be  needed  to  pro- 
tect this  5,000,000,000  barrels  of  reserves  at  our  present  economic  levels, 
because  25  cents  reflects  a  small  portion,  50  cents  about  three  times  as 
much,  and  75  cents  twice  as  much. 

The  CHAiEMAisr.  Would  the  total  cost  to  the  Government  be,  let  us 
say,  on  this  75-cent  basis,  75  cents  times  1,652,000,000  ? 

Mr.  McClubb.  No;  the  answer  to  that  question  would  be  that  it 
would  be  exactly  twice  as  much  as  has  been  expended.  In  other 
words,  it  would  be  $100,000,000  a  year  to  reflect  this  75  cents  a  barrel. 
The  average  on  the  present  payment  is  reflected  at  about  $36,000,000. 

The  Chairman.  That  answers  my  question. 

Mr.  Jacobsen.  Mr.  Chairman,  wouldn't  it  amount  to  more,  because 
if  you  get  more  barrels  out,  it  would  cost  more  money  ? 

Mr.  McClure.  The  point  there  is  that  we  all  recognize  there  is  an 
economic  limit  to  this  program  at  some  point.  It  would  not  come  out 
any  faster  over  a  period  of  time.    In  other  words,  the  recovery  of 
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this  oil  we  are  talking  about  is  over  a  10-,  or  15-,  or  even  a  20-year 
period,  Mr.  Jacobsen. 

The  Chairman.  Now,  the  social  justification  for  the  subsidy  pro- 
gram, the  whole  of  it,  under  OPA,  was  in  a  few  words,  simply  this : 
That  the  cost  of  the  Government  purchases  and  the  cost  to  the  public 
of  purchases  for  private  consumption  of  all  commodities  that  were 
covered  by  ceiling  prices  would  be  less  if  the  ceilings  were  maintained 
and  subsidies  paid  to  increase  production  than  if  no  ceilings  were 
maintained  and  prices  were  permitted  to  skyrocket. 

Now,  what  is  the  social  justification  of  a  continuation  of  a  subsidy 
program  for  a  secondary  recovery  of  oil  after  the  war  ? 

Mr.  McClure.  The  original  premise  that  I  would  hold — ^this  is  after 
the  war ;  you  are  not  talking  about  the  war — is  that  the  logical  answer 
is  to  permit  the  price  to  be  high  enough  to  take  care  of  this.  That 
would  be  the  social  justice.  You  gentlemen  do  not  regulate  the  price. 
"We  are  not  asking  you  to. 

The  Chairman.  I  have  not  made  myself  clear.  Let  me  put  my 
question  another  way.  You  believe  that  the  increased  recovery  to  be 
obtained  from  the  payment  of  a  Government  subsidy  to  the  stripper 
well,  after  the  war  and  when  peace  has  been  restored,  will  produce  a 
sufficiently  greater  amount  of  oil,  which  otherwise  would  be  lost,  to 
justify  the  Federal  expenditure  for  that  purpose  ? 

Mr.  McClure.  On  that  point,  Mr.  Chairman,  if  the  price  were  high 
enough  to  do  this,  that  would  not  be  necessary. 

The  Chairman.  Yes ;  of  course,  that  is  true.  But  assuming  the  price 
does  not  get  high  enough  to  do  that,  because  there  is  so  much  flush 
production,  what  would  be  the  case? 

Mr.  McClure.  On  that  assumption,  the  5,000,000,000  barrels  that 
we  are  referring  to,  we  say  that  we  recommend  that  that  is  in  the  in- 
terest of  the  public  welfare  and  our  national  security ;  if  that  be  true, 
and  the  price  does  not  become  adequate  to  protect  us,  then  I  think  it  is 
a  problem  of  you  gentlemen  sitting  on  that  side  of  the  table  to  decide 
whether  or  not  it  is  in  the  public  interest  and  the  national  security. 
Of  course,  I  am  not  attempting  to  debate  with  you,  Mr.  Chairman ;  I 
am  trying  to  answer  your  question. 

The  Chairman.  Neither  am  I  attempting  to  debate  with  you.  I  am 
just  asking  questions  to  get  out  your  point  of  view. 

Mr.  McClure.  I  appreciate  that.  But  I  did  not  mean  that  I  want 
to  assume  your  prerogatives  as  a  Senator. 

On  your  question,  if  the  flush  production  or  the  imports,  which  are 
to  be  discussed  here  in  my  paper,  are  such  that  they  would  destroy  the 
recovery  of  this  oil,  then  the  question  for  the  Congress  to  decide  is,  Is 
it  in  the  public  interest  ?    I  would  be  unable  to  state  that. 

As  to  the  flush  production,  we  now  have  two-thirds  of  it  regulated  by 
conservation  laws  in  the  United  States,  that  are  supposed  to  produce 
without  waste. 

The  Chairman.  Then  you  are  not  making  a  recommendation? 

Mr.  McClure.  Sir? 

The  Chairman.  Then  do  I  understand  that  you  are  not  making  a 
recommendation  to  Congress? 

Mr.  McClure.  I  think  at  this  point,  in  order  to  give  you  a  direct 
answer,  Mr.  Chairman,  to  your  question — you  asked  me  whether  or  not 
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I  am  recommending  a  subsidy  ?  That  is  in  essence  what  you  asked  me 
a  while  ago? 

The  Chairman.  Yes. 

Mr.  McClure.  I  think  the  proper  answer  to  that  would  be  the  same 
as  that  of  the  gentleman  who  explained  about  his  beloved  wife  in 
Tennessee,  that  he  could  not  live  with  her,  and  he  could  not  live  without 
her.  I  think  that  is  true  of  the  subsidy.  We  cannot  live  with  it  due  to 
the  temporary  nature  of  it  on  the  one  hand,  and  we  cannot  exist  with- 
out it,  and  without  the  amount  involved  therein.  Many  of  us  have 
already  reclined  to  the  tombs  of  economic  death,  due  to  the  low  price 
of  crude  oil,  who  happen  to  be  engaged  in  this  business.  I  am  only 
stating  that  the  5,000,000,000  barrels  of  oil  under  these  stripper  wells, 
in  my  opinion,  are  in  the  public  interest  and  our  national  security. 
Now,  if  economic  levels  do  not  approximate  or  tend  to  take  care  of 
that  situation,  then  I  think  it  is  the  Congress'  obligation  and  preroga- 
tive to  make  that  decision,  and  not  me  as  a  small  operator. 

The  Chairman.  I  see.  Then  it  boils  down  to  this,  that  you  are 
telling  the  committee,  and  through  the  committee  the  Congress,  that 
there  is  this  vast  amount  of  oil  to  be  recovered :  and  you  are  leaving  it 
up  to  us  to  decide  whether  or  not  the  Government  should  pay  a  subsidy 
to  get  it  out  ? 

Mr.  McClure.  Yes,  sir ;  that  is  my  position. 

The  Chairman.  All  right,  sir.    Thank  you  very  much. 

Mr.  McClure.  I  think  I  would  be  making  a  bad  assumption  if  I 
attempted  to  write  your  recipe  on  this  topic,  Mr.  Chairman.  [Re- 
suming :] 

The  above  survey  was  limited  to  fields  where  there  were  sufficient 
data  available  upon  which  to  base  reasonable  estimates  with  all  ques- 
tionable and  unknown  areas  eliminated.  In  my  opinion,  a  complete 
survey,  taking  into  consideration  the  increased  efficiency  of  present- 
day  secondary  recovery  methods,  will  show  a  much  larger  increment 
of  reserves,  possibly  doubling  the  above  figure. 

The  crude  oil  price  structure  was  probably  the  greatest  single 
handicap  mider  which  the  production  branch  of  the  oil  industry 
operated  during  the  war.  Crude  oil  prices  were  frozen  by  the  sta- 
bilization program  at  the  October  1941  level.  At  that  time  crude 
prices  were  at  a  low  level  resulting  from  the  flood  of  oil  made  avail- 
able by  the  discovery  and  development  of  a  large  number  of  prolific 
oil  pools  in  the  1930's.  From  1938  on,  discoveries  had  been  dis- 
tinctly disappointing,  and  crude  oil  prices  were  undergoing  an  up- 
ward readjustment  under  the  normal  economic  processes  of  supply 
and  demand.  Wlien  the  Office  of  Price  Administration  froze  prices 
at  the  October  1941  level,  this  normal  upward  readjustment  was  ter- 
minated. Operating  costs  mounted  continually  during  the  war  pe- 
riod but  except  for  a  few  minor  adjustments  in  isolated  pools  crude 
oil  prices  are  still  held  by  OPA  down  to  the  October  1941  level. 

This  crude  oil  price  structure  has  adversely  affected  both  the  large 
and  small  operator,  but  it  has  worked  a  particular  hardship  on  the 
operators  of  stripper  properties  because  of  the  narrower  margin  be- 
tween their  inherent  higher  operating  costs  and  sales  realization 
from  the  crude  oil  produced. 

Throughout  the  war  period,  and  continuing  up  to  this  very  min- 
ute, the  oil  industry  has  struggled  to  obtain  relief  from  this  abnor- 
mally low  price  structure. 

85112 — 46 8 
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I  might  state  that  it  has  been  announced  to  this  committee  that 
that  structure  was  changed — 10  cents  a  barrel,  I  believe  you  now 
said,  Mr.  Chairman, 

In  May  1943  the  Petroleum  Administrator  for  War  formally  re- 
quested the  Office  of  Price  Administration  to  raise  crude  oil  price 
ceilings  by  an  amount  averaging  at  least  35  cents  per  barrel  because 
of  the  importance  of  maintaining  an  adequate  supply  of  oil  for  war 
purposes  and  because  the  price  ceilings  were  set  below  the  actual  cost 
of  production  of  much  of  the  oil.  The  Office  of  Price  Administration 
refused  to  raise  crude  oil  price  ceilings  and  in  late  October  1943  Eco- 
nomic Stabilizer  Fred  M.  Vinson  reaffirmed  OPA's  denial  of  a  price 
increase. 

In  June  1944  Economic  Stabilizer  Vinson  issued  a  directive,  effec- 
tive August  1,  1944,  which  established  the  stripper  subsidy  plan. 
Under  the  plan  the  first  purchaser  of  all  oil  produced  in  fields  cer- 
tified by  OPA  as  qualifying  for  the  subsidy  would  be  reimbursed, 
provided  the  purchaser  showed  he  had  paid  the  full  ceiling  price  plus 
the  applicable  subsidy  to  the  producer.  The  amounts  of  subsidy 
were  as  follows : 

35  cents  per  barrel  from  fields  in  which  the  average  production 
per  well  per  day  was  less  than  5  barrels ; 

25  cents  per  barrel  from  fields  producing  more  than  5  but  less 
than  7  barrels  per  well  per  day ; 

20  cents  per  barrel  from  fields  producing  7  or  more  but  less  than  9 
barrels  per  well  per  day ; 

75  cents  per  barrel  from  fields  in  Pennsylvania,  West  Virginia,  New 
York,  and  Ohio,  that  produced  Pennsylvania  grade  oil. 

The  principal  aims  of  the  establishment  o,f  the  stripper  subsidy 
were  to  discourage  premature  abandonment  of  wells  and  to  encourage 
starting  secondary  recovery  projects  and  to  prolong  the  operation  of 
projects  already  started.  Although  subsidy  payments  did  retard 
the  rate  of  abandonment  of  wells,  a  fair  and  equitable  price  would 
have  offered  even  more  encouragement  to  the  continual  operation  of 
these  wells.  Stripper  subsidy  payments  also  encouraged  the  con- 
tinuation of  secondary  recovery  projects  already  in  operation.  Few 
new  secondary  projects  were  started  because  the  temporary  nature 
of  the  subsidy  plan  gave  no  assurance  of  payments  for  a  period  long 
enough  to  justify  the  added  investment. 

The  abandonment  of  uneconomic  wells  is  a  continuing  process  in 
the  operation  of  the  oil  industry.  The  rate  at  which  abandonments 
occur  fluctuates  with  economic  conditions  of  operation.  The  chief 
factors  that  influence  the  abandonment  of  wells  are : 

1.  The  return  received  for  the  oil  produced. 

2.  The  condition  of  the  reclaimed  materials  market. 

3.  Whether  or  not  the  price  of  salvageable  equipment  as  used  ma- 
terial exceeds  the  value  of  the  well  as  an  operating  unit. 

The  tabulation  below  shows  the  stripper  well  abandonments  from 
1940  through  1944: 

X940 9,  625 

1941 11,  733 

1943 10,  541 

1S43 10,  720 

1944, 9,  400 
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In  this  5-year  period  a  total  of  52,019  wells  were  abandoned  because 
their  continued  operation  was  not  economic. 

The  decrease  in  abandonments  in  1942  and  1943  as  compared  with 
1941,  was  no  doubt,  due  to  a  considerable  extent  to  the  patriotism  of  the 
owners  of  stripper  wells,  in  their  desire  to  continue  to  furnish  as  much 
oil  as  possible  for  the  war  effort,  realizing  that  oil  was  essential  to 
victory.  Many  of  these  stripper  well  owners  had  sons  and  other 
relatives  in  the  armed  forces  and  recognized  the  importance  of  oil. 
The  smaller  number  of  abandonments  in  1944  can  be  attributed,  in 
part  at  least,  to  the  institution  of  the  stripper- well  subsidy  on  August 
1,  1944,  but  it  is  my  firm  belief  that  far  fewer  wells  would  have 
been  abandoned  during  the  war  period  if  there  had  been  a  fair  and 
adequate  price  for  crude  oil. 

The  stripper  well  survey  shows  that  34,297,740  barrels  of  recover- 
able oil  were  left  in  the  producing  horizons  underlying  the  oil  wells 
abandoned  in  1944,  one  year  alone.  When  and  if  abandonments  in- 
crease, the  recoverable  oil  lost  will  also  increase. 

I  want  to  stress  the  fact  that  about  three  out  of  every  four  oil  wells 
in  this  country  are  stripper  wells  and  that  the  stripper-well  production 
in  1944  of  217,041,621  barrels  nearly  matches  the  1944  production  of 
the  Asiatic  Continent,  which  includes  the  highly  publicized  fields  of 
Iran,  Iraq,  Saudi  Arabia,  the  East  Indies,  Burma,  China,  and  Japan. 
It  probably  is  not  a  good  comparison,  due  to  the  war  situation  in  those 
areas,  but  it  is  quoted  here  for  the  record. 

Undoubtedly  new  oil  fields  will  continue  to  be  discovered.  On 
that,  at  this  time,  I  think  it  is  pertinent  to  recite  that  one  of  the  great- 
est oilmen  of  the  Nation  of  all  times  once  offered  the  suggestion  that 
for  every  pool  that  has  been  found,  there  is  one  more  that  will  not  be 
found.  That  is  possibly  nothing  new,  but  at  times  it  encourages  our 
thinking,  when  we  think  of  what  has  happened. 

However,  these  new  oil  fields  will  not  be  so  easy  to  find  as  those 
we  are  now  using.  Inevitably,  of  course,  all  wells  will  in  time  reach 
the  marginal  or  submarginal  stage  and  will  be  abandoned.  Each  time 
a  well  is  abandoned  some  oil  is  left  behind  in  the  reservoir.  The  crude 
oil  price  level  is  the  chief  factor  determining  the  point  of  abandon- 
ment of  a  well.  The  maintenance  of  an  adeqilate  price  incentive  to 
keep  stripper  wells  operating  will  furnish  many  billions  of  barrels 
of  additional  oil  that  has  been  already  found  and  developed. 

That  is  the  reason  we  as  small  operators  do  not  want  to  see  this 
5,000,000,000  barrels  plowed  under,  that  has  already  been  found. 
And  truly  that  eliminates  the  selfishness.  We  are  talking  only  of 
the  public  interest.  Mr.  Brundred  and  I,  and  many  others,  have 
finished  our  days  on  the  rod  wagon,  and  we  can  probably  finish  up  the 
few  remaining  years  without  it.  But  we  do  say  it  is  important  to  the 
national  security  and  the  public  interest.  Mr.  Brundred  seconded  that 
motion  last  night,  Mr.  Chairman,  so  I  am  not  criticizing  his  aid. 

The  maintenance  of  the  disastrously  low  price  level  that  has  pre- 
vailed during  the  war  will,  on  the  other  hand,  result  in  the  loss  of  these 
huge  reserves. 

The  serious  situation  confronting  the  stripper- well  operator  was 
recognized  by  the  Federal  Government  with  the  introduction  of  the 
stripper  well  compensatory  payments  on  August  1,  1944.     Figures 
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available  indicate  that  in  the  11-month  period  from  August  1,  1944, 
to  July  1,  1945,  subsidy  payments  were  made  on  136,788,408  barrels, 
for  a  total  of  $49,822,347.  The  average  amount  per  barrel  was  36 
cents.  The  daily  average  on  which  these  payments  were  made  was 
409,832  barrels  for  a  daily  average  payment-  of  $149,020.  It  is  inter- 
esting to  note  that  8.6  percent  of  the  Nation's  production  received 
subsidy  payments  during  the  period  referred  to.  It  was  stated  by 
W.  L.  Clark,  head  of  the  Stripper  Well  Section  of  the"  Office  of  Price 
Administration,  that  the  number  of  wells  to  which  premium-price 
increases  were  applicable  as  of  November  1,  1945,  was  approximately 
74  percent  of  the  number  of  wells  producing  in  the  United  States 
during  that  period. 

It  has  been  announced  rather  recently  that  the  stripper  well  pre- 
mium payments  or  subsidies  would  be  continued  until  June  30,  1946, 
unless  price  ceilings  on  crude  oil  should  be  raised  or  eliminated  in  the 
interim.  The  continuation  of  these  payments  is  accordingly  in- 
definite and  uncertain.  Much  of  the  benefit  of  these  payments  has 
been  lost  because  of  increases  in  wages,  and  increased  cost  for  ma- 
terials and  supplies.  With  the  war  over,  stripper  well  operators  can- 
not be  expected  to  operate  wells  at  a  loss  for  patriotic  reasons.  If 
the  stripper  well  premium  payments  or  subsidies  are  discontinued 
without  an  adequate  increase  in  the  posted  price  of  crude  oil,  thou- 
sands of  wells  will  promptly  be  abandoned.  Even  if  the  present 
subsidy  payments  were  continued  without  any  increase  in  the  posted 
prices  for  crude  oil,  there  would  undoubtedly  be  an  acceleration  in 
abandonments  because  of  the  increased  costs  and  the  uncertainty  as  to 
future  economic  conditions. 

A  situation  such  as  the  present  where  33  gravity  midcontinent 
crude  oil  is  selling  at  $1.11  per  barrel  of  42  gallons,  which  is  less  than 
3  cents  a  gallon  or  three-fourths  of  a  cent  per  quart,  seems  absurd 
for  an  article  that  is  so  essential  to  the  national  defense  and  the 
national  welfare. 

We  are  not  criticizing  the  gentlemen  who  sell  the  following  com- 
modities, but  it  is  only  recited  on  a  comparative  basis.  They  may  be 
worth  that,  or  more.  I  am  not  prepared  to  state.  Milk  sells  for 
around  15  cents  per  qu«,rt,  beer  35  cents,  and  Coca-Cola  27  cents.  On 
a  pound  basis  oil  sells  for  less  than  V2  cent  per  pound.  Ordinary 
table  salt,  ordinarily  considered  a  cheap  commodity,  sells  for  14  times 
as  much  as  crude  oil.  On  a  pound  basis,  butter  sells  at  55  cents, 
cattle  at  15  cents,  hogs  at  14  cents,  and  cotton  at  26  cents,  all  repro- 
ducible or  replaceable  commodities. 

I  am  just  about  finished,  but  at  this  point  I  would  like  to  have  the 
privilege  of  introducing  my  charts,  Mr.  Chairman.  I  have  only  two 
charts,  upon  which  no  figures  are  shown.  But  they  are  concrete 
examples  of  the  topic  at  hand,  and  I  offer  them  in  evidence  to  show 
the  ridiculous  position  that  we  have  been  in  for  the  last  several  years. 

I  also  have  a  souvenir  to  the  distinguished  Senator  who  inaugu- 
rated these  hearings.  Senator  Joseph  C.  O'Mahoney.  I  have  a  little 
oil  from  his  home  country. 

(A  pint  bottle  of  crude  oil  was  placed  on  the  table  by  the  witness.) 

The  Chairman.  I  never  saw  it  in  that  shape  before.    [Laughter.] 

Mr.  McCluke.  This,  Mr.  Chairman,  is  a  pint  of  crude  oil,  and  it 
weighs  1  pound.     Previous  to  the  war  and  during  the  war,  we  have 
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been  selling  that  for  I/2  cent  a  pound.  That  is  exhibit  B,  that  is 
before. 

The  Chairman.  Is  that  exclusive  of  the  bottle  ? 

Mr.  McClure.  That  is  the  net  weight,  Mr.  Chairman,  yes,  sir. 
That  is  exhibit  B ;  that  is  before.  That  is  the  crude  oil  in  its  natural 
state,  at  i/^  cent  a  pound. 

In  slight  contrast,  I  offer  an  exhibit  that  reflects  a  portion  of  that 
crude  oil  that  has  been  warmed  up  and  congealed;  and  this  little 
article,  which  is  nothing  more  than  I  state,  the  crude  oil  after  the 
gases  have  been  removed,  and  it  is  congealed  and  the  residue  removed, 
sells  for  $1.20  a  pound. 

(A  small  jar  of  vaseline  was  placed  on  the  table  by  the  witness.) 

Mr.  McClure.  Many  of  you  have  had  this  little  package,  vaseline. 
That  sells  for  $1.20  a  pound.  We  sell  the  raw  product  at  %  cent  a 
pound,  already  transported  to  the  top  of  the  ground  from  an  average 
depth  of  over  3,000  feet. 

The  Chairman.  What  I  want  to  know  is  this:  Is  that  Wyoming 
vaseline  ? 

Mr.  McClure.  I  cannot  say  as  to  the  authenticity  of  that,  Mr. 
Chairman. 

Mr.  Majewski.  What  was  the  price  of  the  stuff  that  was  in  the  bot- 
tle before  he  put  in  the  crude  oil  ? 

Mr.  McClure.  Well,  since  you  have  forced  me,  Mr.  Majewski,  2 
years  ago,  the  price  of  the  contents — and  I  say  this  without  reflec- 
tion or  criticism — of  that  bottle,  the  ceiling  on  it  was  increased  to 
$50.40  a  barrel,  due  to  the  increased  cost  of  spirits.  The  cost  of  spirits 
was  raised  30  cents  per  quart  about  2  years  ago,  due  to  increased 
labor  and  costs  of  manufacturing. 

That  is  $50.40  a  barrel.  The  commodity  that  was  in  that  little 
bottle,  before  it  was  filled  with  that  crude  oil,  was  $50.40  a  barrel; 
and  we  tried  with  all  our  hearts  and  souls  to  get  our  product  raised 
only  40  cents  a  barrel  during  the  war,  to  perform  a  constructive 
endeavor,  and  we  had  no  success. 

Mr.  Majewski.  We  were  inflationary,  Mr.  Chairman,  not  the  spirits. 

The  Chairman.  It  may  have  been  a  question  of  lubrication. 
[Laughter.] 

Mr.  McClure.  I  say  that  without  criticism  of  any  gentleman  in 
the  room,  and  some  that  opposed  our  situation  are  not  present,  and  I 
will  take  that  up  with  them  on  the  outside,  later. 

But  it  is  important,  and  it  is  ridiculous,  gentlemen.  This  article 
[indicating]  costs  4  cents  a  gallon  to  produce.  Figures  will  be 
produced  in  this  chamber  tomorrow,  or  today,  by  Mr.  Becker,  show- 
ing that  it  costs  $1.60  a  barrel  to  find,  develop,  and  produce  crude  oil. 
That  is  approximately  4  cents  a  gallon.  And  we  have  sold  that 
crude  oil  for  3  cents  a  gallon  for  the  last  10  years. 

Now,  you  say,  how  come  we  are  here?  Well,  many  of  us  are  not 
here.  I  tell  you  truthfully,  gentlemen,  many  more  of  us  had  to 
scrape  a  little  to  get  the  bus  fare.  But  I  am  not  complaining  about 
that.    Without  criticism,  we  are  glad  to  come  down  here,  if  we  should. 

The  future  of  the  stripper  wells  and  their  underlying  reserves  pre- 
sents a  problem  that  deserves  the  serious  and  careful  consideration  of 
the  industry  and  of  governmental  agencies  from  the  point  of  view 
of  conservation.     The  price  of  crude  oil  has  been  at  depressed  levels 
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continuously  since  about  1926.  The  production  cost  per  barrel  varias 
in  accordance  with  the  average  daily  production  of  the  well  and  the 
method  of  production,  whether  flowing,  pumping,  or  secondary  re- 
covery. As  well  production  declines,  the  cost  per  barrel  increases, 
and  the  operator  cannot  change  that  trend.  The  price  received  per 
barrel  for  the  oil  determines  the  economic  limit  beyond  which  the 
well  cannot  be  operated. 

Many  in  the  industry  believe  that  with  practically  no  limitation  on 
imports  and  with  flush  production  and  semiflush  production  the  crude 
oil  price  structure  will  be  too  low  to  prevent  the  abandonment  of  large 
numbers  of  stripper  wells  and  the  loss  of  the  underlying  reserves.  In 
many  areas,  if  the  wells  are  once  abandoned,  the  cost  of  redrilling  in 
order  to  carry  on  secondary  recovery  operations  would  be  too  great  to 
make  such  a  program  feasible. 

That  is  true,  gentlemen,  because  in  many  instances,  out  West,  where 
to  be  a  producing  well  a  well  must  really  produce,  where  they  have 
plugged  them  up  after  the  primary  recovery  operations  and  abandoned 
them  entirely,  that  is  a  considerable  cost,  and  raises  the  economic  cost 
to  recover  the  oil. 

These  people  believe  that  it  is  contrary  to  sound  conservation  and 
detrimental  to  our  national  defense  and  our  national  welfare  to  permit 
the  abandonment  of  these  stripper  wells  when  the  price  for  oil  is  less 
than  around  $2  to  $2.25  a  barrel,  for  the  next  cheapest  source  of  crude 
oil  supply  is  from  oil  shale,  and  the  best  information  available  indi- 
cates that  oil  from  such  a  source  cannot  be  made  available  at  less 
than  $2.25  a  barrel.  (That  figure  perhaps  should  have  been  $2.  So  I 
leave  some  latitude  there.) 

The  question,  therefore,  presented  is  whether  it  is  in  the  interest 
of  national  defense  and  the  welfare  of  our  Nation  to  endeavor  to  find 
some  means  to  conserve  this  oil  that  would  be  lost  through  the  aban- 
donment of  wells  when  they  reach  their  economic  limit  under  normal 
competitive  price  conditions. 

There  are  differences  of  opinion  within  the  industry  on  this  im- 
portant question  but  I  believe  that  your  committee  should  have  for 
its  consideration  the  various  viewpoints  that  have  been  expressed. 
These  briefly  are  as  follows : 

1.  Some  believe  that  when  a  producing  oil  well  reaches  its  economic 
limit  under  normal  competitive  prices,  it  should  be  abandoned  and 
that  there  is  no  justification  from  the  conservation  angle  of  endeavor- 
ing to  do  anything  to  assist  in  keeping  it  in  operation.  Many  who 
believe  in  this  theory  do  believe,  however,  that  the  posted  price  for 
crude  oil  should  be  sufficiently  high  to  keep  the  vast  majority  of  these 
stripper  wells  on  production  and  to  prevent  premature  abandonments. 

2.  Some  in  the  industry  have  suggested  that  there  should  be  a  floor 
on  crude  oil  prices  for  production  from  stripper  wells.  In  other 
words,  they  suggest  that,  for  example,  the  price  for,  say,  36  gravity 
Mid  Continent  oil,  from  stripper  wells  should  never  be  less  than  $1.80 
or  $2  per  barrel ;  that  if  the  posted  price  for  crude  oil  declined  below 
that  level,  some  means  should  be  devised  whereby  the  stripper  well 
operator  would  receive  the  difference  between  the  posted  price  and 
the  price  floor  referred  to. 

3.  The  National  Stripper  Well  Association,  of  which  I  am  president, 
favors  the  enactment  by  Congress  of  a  law  which  would  grant  a  fixed 
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differential  in  the  price  per  barrel  for  stripper-well  production  over 
and  above  the  general  market  price  and  that  such  additional  payments 
should  be  made  out  of  the  general  fund.  Our  association  believes  that 
this  is  in  the  interest  of  conservation  of  an  irreplaceable  natural  re- 
source, essential  to  the  economic  and  general  welfare  of  the  Nation, 
and  that  unless  such  a  price  differential  is  provided  for,  thousands  of 
stripper  wells  will  be  abandoned  in  the  reasonably  near  future  and 
millions  and  millions  of  barrels  of  recoverable  oil  will  be  lost.  A  copy 
of  the  resolution  adopted  at  the  annual  meeting  of  the  National  Strip- 
per Well  Association  at  Tulsa,  Okla.,  on  October  15,  1945,  in  support 
of  the  proposal  referred  to,  is  attached  hereto  as  exhibit  B.  [Infra, 
p.  133.] 

4.  The  Pennsylvania  Grade  Crude  Oil  Association  favors  the  en- 
actment by  Congress  of  legislation  making  the  present  so-called 
stripper  well  subsidy  payments  permanent.  In  the  Pennsylvania 
Grade  area  in  New  York,  Pennsylvania,  Ohio,  and  West  Virginia 
there  are  147,000  stripper  wells  averaging  one-half  barrel  a  day  and 
with  a  high  quality  of  lubricating  oil  content.  Every  well  some  day 
becomes  a  stripper.  In  New  York  and  Pennsylvania  there  are  many 
secondary-recovery  projects  in  operation.  A  copy  of  the  resolution 
adopted  by  the  Pennsylvania  Grade  Crude  Oil  Association  on  Sep- 
tember 17,  1945,  is  attached  hereto  as  exhibit  C.    [Infra,  p.  133.] 

5.  An  oil  conservation  committee  has  been  organized  by  Oklahoma 
and  Kansas  chambers  of  commerce,  businessmen,  and  independent 
oil  operators,  to  support  the  securing  of  permanent  price  differentials 
for  stripper  wells  in  the  oil-producing  States.  Several  chambers  of 
commerce  in  oil  communities  have  adopted  resolutions  in  support  of 
that  program.  A  copy  of  the  resolution  adopted  by  the  Bristow 
(Okla.)  Chamber  of  Commerce  is  attached  hereto  as  exhibit  D. 
[Infra,  p.  133.] 

In  many  of  these  communities  the  old  stripper  well  fields  are  the 
economic  backbone  of  the  community  and  the  livelihood  of  many,  not 
only  of  the  stripper-well  operators  and  their  employees  but  the  liveli- 
hood of  many  others  in  the  community  is  also  dependent  on  the  con- 
tinued operation  of  these  stripper  wells.  .They  also  furnish  substan- 
tial funds  for  the  tax  support  of  the  communities  and  States. 

6.  At  the  sixteenth  annual  meeting  of  the  Independent  Petroleum 
Association  of  America,  held  at  Tulsa,  Okla.,  on  October  16,  1945,  a 
report  of  the  secondary  recovery  committee  of  that  association  was 
unanimously  adopted.  In  that  report  the  seriousness  of  the  stripper- 
well  problem  was  recognized  and  officers  of  the  association  were  in- 
structed to  study  the  problem  carefully  and  immediately  contact  the 
governmental  agency  which  they  deemed  proper  with  the  proposition 
that  that  agency  make  a  prompt  survey  of  the  situation,  including 
(a)  location  and  amount  of  reserves  involved,  (b)  their  value  to  our 
national  economy  and  national  defense,  and  (c)  the  problems  involved 
in  their  recovery. 

It  was  further  suggested  that  after  a  survejr  was  completed  the 
governmental  agency  make  definite  recommendations  toward  the  solu- 
tion of  the  problem.  Section  I  of  the  secondary  recovery  committee's 
report  referred  to  covers  the  particular  matter  in  question  and  a  copy 
of  that  report  is  attached  hereto  as  exhibit  E.  [Infra,  p.  134.] 
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This  stripper-well  problem  and  the  handling  of  it,  it  seems  to  me, 
is  an  important  factor  in  connection  with  national  oil  policy,  and  it 
is  hoped  that  your  committee,  after  studying  the  situation  carefully, 
will  make  some  recommendation  as  to  a  proper  solution. 

In  conclusion,  I  wish  to  thank  you  for  your  courtesy  and  attention 
and  we  will  be  very  glad  indeed  to  endeavor  to  submit  to  you  any 
further  information  that  you  may  wish  in  connection  with  the  subject 
of  the  conservation  of  stripper  wells. 

(The  exhibits  submitted  by  Mr.  McClure  are  as  follows:) 

Exhibit  A. — The  National  Stkipper  Weu:.  Subvey — 1944 
(By  E.  G.  Dahlgren,^  George  Pasquella^) 

The  National  Stripper  Well  Association  and  the  Interstate  Oil  Compact  Com- 
mission again  present  the  national  survey  of  stripper  wells,  comprising  data 
from  22  oil-producing  States.  The  results  of  the  last  previous  survey  (1942) 
were  presented  at  the  compact  meeting  in  Wichita,  April  3,  1943.  No  survey 
was  made  for  the  year  1943.  In  the  1944  survey,  a  stripper  well  is  defined 
as  a  well  whose  production  expenses  approximate  income,  so  that  under  this 
definition  a  deep  well  with  substantial  production  may  be  classified  as  a  stripper 
well. 

Of  the  412,851  producing  oil  wells  in  the  Nation,  296,888,  or  71.8  percent,  are 
classified  as  stripper  wells.  In  1944  these  stripper  wells  produced  217,041,621 
barrels  of  oil,  or  12.9  percent,  out  of  a  total  United  States  production  of 
1,678,376,000  barrels.  Average  daily  production  per  well  was  11.1  barrels  for  all 
oil  wells,  and  2  barrels  for  the  stripper  wells. 

The  attached  summary  sheet  is  intensely  interesting,  not  only  from  the 
standpoint  of  United  States  totals,  but  also  as  a  basis  of  comparison  to  the 
1942  survey.  The  number  of  stripper  wells  producing  reached  an  all-time  high, 
the  1944  figure  of  296,388  being  3,107  greater  than  in  1942.  A  similar  comparison 
on  production  shows  that  the  stripper  wells  produced  approximately  14  million 
barrels  more  in  1944  than  in  1942.  This  oil  was  sorely  needed  for  the  successful 
prosecution  of  the  war  effort  when  flush  and  semiflush  wells  in  all  parts  of  the 
country  were  being  produced  at  rates  above  their  maximum  efficient  rate  of 
production.  It  is  particularly  significant  to  note  that  the  number  of  wells 
abandoned  in  1944  was  1,141  less  than  in  1942.  In  1942  there  were  44  million 
barrels  of  recoverable  oil  left  in  the  ground  under  strippers  abandoned  that  year 
as  compared  to  34  million  barrels  of  recoverable  oil  left  in  the  ground  under 
the  1944  abandonments. 

The  patriotic  motive  of  the  stripper  operators  kept  many  a  well  in  operation 
during  the  war  years  after  its-  economic  limit  had  been  reached.  This  is  true 
even  with  the  Federal  compensatory  payments  to  certain  districts.  Witli  the 
scarcity  of  labor  and  materials  presenting  very  difficult  production  problems, 
and  the  rising  costs  of  producing  oil,  the  operators  were  in  a  very  difficult 
squeeze.  Their  plight  was  finally  recognized  by  the  Federal  Government,  and 
on  August  1,  1944,  compensatory  payments  were  begun.  In  pools  averaging  less 
than  9  barrels  per  well  per  day,  this  payment  was  20  cents  per  barrel ;  less  than 
7  barrels,  25  cents  per  barrel ;  less  than  5  barrels,  35  cents  per  barrel ;  and  a 
flat  75  cents  per  barrel  in  Pennsylvania,  New  York,  Ohio,  and  West  Virginia 
lor  pools  producing  Pennsylvania  grade  crude.  Pools  producing  other  grades 
of  crude  in  the  above-named  States  received  the  regular  payments  applicable 
to  the  rest  of  the  country.  This  additional  income  to  the  stripper  operator 
provided  the  necessary  funds  for  the  reconditioning  and  cleaning  out  his  wells 
and  the  replacement  of  some  of  the  worn-out  equipment.  This  condition  is 
reflected  in  the  additional  14  million  barrels  of  oil  produced  in  1944  over  and 
above  the  1942  production  figure.  Now  it  becomes  a  matter  of  greater  im- 
portance than  ever  that  the  reserves  underlying  stripper  wells  be  preserved, 
because  many  oil  fields,  damaged  by  their  high  rates  of  production,  have  lost  a 
substantial  part  of  their  reserves  forever  by  pulling  the  wells  too  hard  to  meet 
the  requirements  of  a  Nation  at  war.    War  proved  that  oil  is  ammunition,  and 

^  E.  G.  Dahlgren,  Technical  Secretary  of  the  Interstate  Oil  Compact. 

^  George  Pasquella,  consulting  geologist  and  engineer,  National  Stripper  Well  Association. 
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every  barrel  possible  should  be  conserved,  not  only  for  a  possible  future  emer- 
gency but  also  to  meet  the  greater  peacetime  needs.  Secondary  methods  of 
operation  were  not  expanded  to  any  great  degree  largely  due  to  the  acute  short- 
age of  pumps  and  compressors,  which  the  armed  forces  needed  in  the  war  effort. 
Item  8  on  the  summary  sheet  offers  some  interesting  data  about  estimated 
additional  reserves  which  may  be  recovered  from  stripper  wells  by  secondary 
methods;  first  with  a  price  increase  of  25  cents  per  barrel,  50  cents  per  barrel, 
and  75  cents  per  barrel.    Following  are  the  estimates  for  the  United  States : 

Barrels 

Increase  of  25  cents  per  barrel 337,  031,  550 

Increase  of  50  cents  per  barrel 979,  728,  575 

Increase  of  75  cents  per  barrel 1,  651,  815,  950 

There  are,  roughly,  reserves  of  3  billion  barrels  of  oil  in  the  United»States  that 
can  only  be  recovered  by  secondary  methods,  and  it  is  evident  from  the  above 
tabulation  that  a  substantial  price  increase  in  oil  will  be  necessary  to  recover 
the  major  part  of  these  reserves. 
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PEICE  INDEX  CHAET 

All  (of  the  data  that  were  used  in  the  preparation  of  the  price  index  chart  were 
obtained  from  publications  of  the  United  States  Department  of  Labor,  Bureau  of 
Labor  Statistics.  In  these  statistics  the  average  1926  prices  were  assigned  an 
index  value  of  100,  or  parity,  and  the  successive  monthly  prices  of  the  various 
commodities  are  all  percentages  of  the  1926  index  figure  of  100. 

The  curve  of  "All  Commodities"  shx)wn  on  the  chart  includes  index  prices  of 
farm  products,  foods,  hides  and  leather  products,  textile  products,  fuel  and 
lighting  (of  which  crude  petroleum  is  a  subdivision),  metals  and  metal  products, 
building  materials,  chemicals  and  allied  products,  house  furnishing  goods  and 
miscellaneous  products.  Many  thousands  of  prices  are  averaged  together  by 
the  weighted  aggregate  method  in  order  to  determine  the  index  price  (compared 
to  1926=100)  for  each  month,  subsidies  not  being  included.  The  index  price 
of  all  commodities  can  therefore  be  considered  as  a  representative  cross-section 
of  the  general  economic  condition  of  the  country. 

The  price  chart  shows  that  over  the  past  20-year  period,  all  commodities  reached 
a  peak  of  106.1  and  farm  products  reached  a  peak  of  130.4  in  June  1945,  while 
the  index  of  the  posted  price  of  Oklahoma-Kansas  crude  remained  at  58.9  in 
June  1945,  the  same  figure  which  it  had  been  every  month  since  June  1941.  The 
following  tabulation  will  serve  to  give  a  further  comparison : 


All  commodities 

Farm  products 

Posted  price  Oklahoma-Kansas  crude 


Year 
1926 


100 
100 
100 


December 

1941 

(United 

States 

enters  war) 


93.6 
94.7 
58.9 


20-year 

peak  (June 

1945) 


106.1 
130.4 


Present 
index 

(August 
1946) 


105.7 
126.9 
58.9 


In  comparing  the  index  prices  for  the  period  from  December  1941,  when  the 
United  States  entered  the  war  to  the  present  time  (August  1945),  it  is  interesting 
to  note  that  the  index  of  all  commodities  is  12.1  points  higher,  the  index  of  farm 
products  is  32.2  points  higher,  and  the  index  of  Oklahoma-Kansas  crude  shows 
no  increase,  but  has  remained  at  the  same  figure  for  the  past  50  months. 

An  increase  of  $0.88  per  barrel  in  the  price  of  Oklahoma-Kansas  crude  would 
make  the  index  figure  on  crude  the  same  as  for  all  commodities  in  August  1945. 
It  would  take  an  increase  in  price  of  $1.28  per  barrel  over  the  present  posted 
price  of  Oklahoma-Kansas  crude  in  order  to  make  the  index  price  of  crude  equal 
to  the  index  of  farm  products  in  August  1945. 

Table  No.  4  is  a  compilation  of  the  index  prices  for  Oklahoma-Kansas  crude, 
with  various  hypothetical  increases.  The  maximum  stripper  subsidy  in  the 
Oklahoma-Kansas  area  is  35  cents  per  barrel,  and  adding  this  35  cents  per  barrel 
to  the  present  posted  price,  the  index  price  becomes  77.5.  This  figure  is  well 
below  parity  (100)  and  far  below  the  index  prices  of  all  commodities  and  farm 
products. 


'Table  1. — dumber  of  stripper  wells  and  annual  production  of  stripper  wells 


Number  of  wells 

Annual  production 

1944 

1942 

1944 

1942 

Arkansas                  -    

2,436 

10,500 

101 

15,050 

1,449 

16,760 

14,300 

2,677 

2,783 

31 

123 

1,860 

2,534 

12,000 

102 

14,185 

1,374 
15, 181 
14,000 

2,735 

2,878 

Barrels 

6,088,631 

29, 400, 000 

155,420 

7,  367, 000 

2,039,000 

28, 800, 000 

4, 604, 079 

6, 107, 660 

6, 230, 043 

167, 590 

45,000 

2,731,098 

Barrels 
8, 168, 732 

33,456,000 

Colorado                     - -  

179, 152 

5,  500, 000 

Indiana                                    -  .-      . 

678,  799 

18, 797,  500 

Kentucky 

4,250,000 

Louisiana          -  -    --  

6, 689, 280 

6,  729, 465 

126 
1,479 

45,000 

Montana 

1,826,219 
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Table  1. — Number  of  stripper  wells  and  annual  production  of  stripper  wells- 
Continued. 


state 


Number  of  wells 


1942 


Annual  production 


1944 


Nebraska - 

New  Mexico -- 

New  York 

Ohio 

Oklahoma 

Pennsylvania 

Tennessee 

Texas 

West  Virginia 

Wyoming. 

Total,  United  States 


72 

1,102 

20,900 

22,483 

49, 398 

83,000 

15 

32, 170 

17,300 

1,878 


606 
21,  400 
23,  711 
48,775 
82,000 
25 
30,  763 
17,  543 
1,850 


Barrels 

440,000 
2, 464, 385 
4, 772,  514 
2, 103,  593 
58, 200,  000 
14, 118, 000 
9,500 
35, 226, 150 
3, 115, 783 
2, 856, 175 


296, 388       293, 281 


217, 041, 621 


Barrels 
44,711 

1,  241,  730 
5, 450, 000 

2,  412, 358 
50, 369, 000 
18, 000, 000 

11,000 
33,  685,  485 

3,  663, 000 
2,000,000 


203, 203, 812 


Table  2. — Abandonments 


state 

1944 

1942 

Numerical 

change 
from  1942 

State 

1944 

1942 

Numerical 

change 
from  1942 

Arkansas     ..    . 

52 

200 

None 

668 

45 
512 
175 
266 
199 

27 
None 

21 

18 

142 
320 
None 
311 
76 
557 
200 
357 
143 

-90 
-120 

New  Mexico 

1 

428 

594 

1,200 

2,450 

14 

2,376 

145 

9 

6 

125 

894 

1,274 

2,500" 

12 

3,121 

435 

30 

—5 

California 

New  York 

+303 

Colorado.  .  . 

Ohio -    ... 

—300 

+357 
-31 
-45 
-25 
-91 
+56 

Oklahoma 

-74 

Tndii^Tifi  . 

Pennsylvania 

Tennessee     

—50 

fTansfiR 

+2 

Kentucky 

Texas 

—745 

T/onisiana  . 

West  Virginia _ 

Wyoming 

—290 

Michigan 

-21 

Total,  United 
States 

None 
26 
6 

9,400 

10,541 

Montana 

Nebraska 

-5 
+12 

-1,141 

Table  3. — Production,  1944 


State 


Thousands  of  barrels 

annual  production 

of— 


All  oil 
wells 


Stripper 
wells 


Stripper 
percent- 


Average  daily 

production  per  well 

of— 


AlloU 
wells 


Stripper 
wells 


Arkansas 

California 

Colorado 

Illinois 

Indiana 

Kansas 

Kentucky 

Louisiana 

Michigan 

Mississippi 

Missouri 

Montana 

Nebraska 

New  Mexico 

New  York 

Ohio.... 

Oklahoma 

Pennsylvania 

Tennessee 

Texas 

West  Virginia 

Wyoming 

Total,  United  States 


29,438 

311, 776 

2,994 

77, 052 

5,053 

98, 996 

9,623 

129, 399 

18,  510 

16,402 

45 

8,529 

440 

39,563 

4,772 

2,967 

124,648 

14, 141 

10 

748,268 

3,115 

32,  714 


29,400 

155 

7,367 

2,039 

28,800 

4,604 

6,108 

6,230 

168 

45 

2,731 

440 

2,464 

4,772 

2,104 

58,200 

14,118 

10 

35, 226 

3,115 

2,856 


20.7 

9.4 

5.2 

9.6 

40.4 

29.1 

47.8 

4.7 

33.7 

1.0 

100.0 

32.0 

100.0 

6.2 

100.0 

70.9 

46.7 

99.8 

100.0 

4.7 

100.0 

8.7 


25.5 

41.6 

57.1 

7.4 

6.7 

10.3 

2.2 

49.3 

14.8 

107.3 

1.0 

9.6 

16.7 

26.0 

.6 

.4 

6.9 

.5 

1.8 

21.5 

.5 

25.3 


6.8 
7.6 
4.2 
1.3 
3.8 
4.7 

.9 
6.3 
6.1 
14.8 
1.0 
4.0 
16.7 
6.1 

.6 

.3 
3.2 

.5 
1.8 
3.0 

.5 
4.2 


1, 678, 455 


217, 041 


12.9 


11.1 


2.0 
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Table  No.  4 

Price  index 

$1.11        Present  posted  price  ^ 58.  9 

$1.16        5-ceiit   increase 61.  6 

$L21        10-cent  increase 64.  2 

$1.26        15-cent  increase 66.  9 

$1.31        20-cent   increase 69.  5 

$1.36        25-cent   increase 72.  2 

$1.41        30-cent  increase 74.  8 

$1.46        35-cent   increase 77.  5 

$1.51        40-cent   increase 80. 1 

$1.56        45-cent  increase 82.  8 

$1.61        .50-cent   increase 85.  4 

$1.66        55-cent  increase 88. 1 

$1.71        60-cent   increase 90.  7 

$1.76        65-cent  increase 93.  4 

$1.81        70-cent  increase 96.  0 

$1.86        7o-cent  increase 98.  7 

$1.88        77-cent  increase 100.  0  or  parity 

1  Oklahoma-Kansas  Crude  33°. 
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STATE  OF  ARKANSAS 

1.  Number  of  stripper  wells  producing  at  close  of  1944 2,  436 

2.  Production  in  barrels  of  stripper  wells  in  1944 6, 088,  631 

3.  Average  price  of  stripper  well  production  in  1944 $0.  95 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 26,  498 

5.  Productive  acres  of  all  wells  at  close  of  1944 60,  610 

6.  Number  of  producing  oil  wells  abandoned  in  1944 52 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing 

horizons  underlying  oil  wells  abandoned  in  1944 90,  000 

8.  Estimated   additional   reserves   which   may   be   recovered   from 

stripi)er  wells  by  secondary  recovery  methods  with  price  in- 
creases per  barrel  of : 

25   cents barrels —  None 

50  cents do 50,  000,  000 

75  cents do 100,  000,  000 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  produc- 
tion may  be  classified  as  a  stripper  well. 

The  1944  survey  shows  98  less  wells  than  the  1942  survey  and  approximately 
2  million  barrels  less  production.  The  52  wells  abandoned  in  1944  show  a  sharp 
decrease  from  the  1942  figure  of  142.  No  official  figures  are  given  for  item  number 
eight  because  a  comprehensive  survey  is  now  being  made  in  the  State  covering 
the  subject. 

STATE  OF  CAUPOBNIA 

1.  Number  of  stripper  wells  producing  at  close  of  1944 10,  500 

2.  Production  in  barrels  of  stripper  wells  in  1944 29,  400,  000 

3.  Average  price  of  stripper  well  production  in  1944 $0.98 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 87.  000 

5.  Productive  acres  of  all  wells  at  close  of  194i 244,  000 

6.  Number  of  producing  oil  wells  abandoned  in  1944 200 

7.  Total  number  of  barrels  of  recoverable  oil  left   in  producing 

horizons  underlying  oil  wells  abandoned  in  1944 1,  000,  000 

8.  Estimated   additional   reserves   which   may  be   recovered   from 

stripper  wells  by  secondary  recovery  methods  with  price  in- 
creases per  barrel  of : 

25   cents barrels None 

50  cents do 200,  000,  000 

75  cents do 800,  000,  000 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

The  number  of  stripper  wells  in  1944  was  approximately  1,500  less  than  in  1942, 
and  the  production  of  these  wells  dropped  4  million  barrels.  It  is  also  significant 
to  note  that  there  were  only  87,000  productive  acres  of  stripper  wells  in  1944 
as  compared  to  100,000  in  1942.    The  number  of  abandonments  in  1944  was  126 
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less  than  for  1942.  It  is  estimated  that  some  600,000,000  barrels  of  oil  might  be 
recovered  by  secondary  recovery  methods  with  an  adequate  price,  but  a  large 
proportion  of  this  amount  cannot  be  recovered  without  a  substantial  price 
increase. 

STATE  OF  COIX)EADO 

1.  Number  of  stripper  wells  producing  at  close  of  1944 101 

2.  Production  in  barrels  of  stripper  wells  in  1914 155,  420 

3.  Average  price  of  stripper  well  production  in  1944 $1. 11 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 3,  070 

5.  Productive  acres  of  all  wells  at  close  of  1944 5,  000 

6.  Number  of  producing  oil  wells  abandoned  in  1944 None 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  horizons 

underlying  oil  wells  abandoned  in  1944 None 

8.  Estimated  additional  reserves  which  may  be  recovered  from  stripper 

wells  by  secondary  recovery  methods  with  price  increases  per  barrel 

of: 

25   cents barrels—  100,  000 

50  cents do 300,  000 

75  cents do 500,  000 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  exi)enses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

There  has  been  very  little  change  in  the  stripper  well  situation  in  Colorado 
in  the  last  2  years.  While  very  little  has  been  done  in  the  State  on  secondary 
methods  of  operation,  it  would  appear  that  a  price  increase  would  be  necessary 
to  justify  the  attendant  expense  of  installing  and  maintaining  these  projects. 

STATE  OF  ILLINOIS 

1.  Number  of  stripper  wells  producing  at  close  of  1944 15,  050 

2.  Production  in  barrels  of  stripper  wells  in  1944 7,  367,  000 

r      ^  $1 30 

3.  Average  price  of  stripper  well  production  in  1944 <  j  %'  ^g 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 106,  000 

5.  Productive  acres  of  all  wells  at  close  of  1944 329,  050 

6.  Number  of  producing  oil  wells  abandoned  in  1944 668 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing 

horizons  underlying  oil  wells  abandoned  in  1944  (disregard- 
ing economics) 668,000 

8.  Estimated  additional  reserves  which  may  be  recovered  from  strip- 

per wells  by  secondary  recovery  methods  with  price  increases 

per  barrel  of: 

25    cents barrels—     10,  000,  000 

50   cents do 25,  000,000 

75  cents do 45,000,000 

^  Subsidy  payments  not  included. 
2  Subsidy  payments  included. 

The  1944  survey  shows  865  more  wells  and  roughly  2  million  more  barrels 
of  production  than  the  1942  figures.  The  number  of  wells  abandoned  in  1944 
was  668  which  was  more  than  double  the  number  abandoned  in  1942,  and  much 
higher  than  any  other  year  since  1935.  Secondary  recovery  methods  are  now 
being  studied  intensely  after  several  projects  have  demonstrated  their  feasibility. 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

STATE  OF  INDIANA 

1.  Number  of  stripper  wells  producing  at  close  of  1944 1,  449 

2.  Production  in  barrels  of  stripper  wells  in  1944 ^2,039,000 

3.  Average  price  of  stripper-well  production  in  1944 ^  $1.  60 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 8,  065 

5.  Productive  acres  of  all  wells  at  close  of  1944 13,  545 

6.  Number  of  producing  oil  wells  abandoned  in  1944 45 

1  Unofficial  estimate. 
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7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  hori- 

zons underlying  oil  wells  abandoned  in  1944 66,  000 

8.  Estimated    additional    reserves    which    may    be    recovered    from 

stripper  wells  by  secondary  recovery  methods  with  price  in- 
creases [>er  barrel  of — 

25   cents barrels None 

50  cents do 1,  000,  000 

75  cents do 1,  500,  000 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

The  production  from  stripper  wells  in  l344  was  very  much  higher  than  in 
1942.  Some  of  the  acreage  that  had  formerly  been  credited  to  stripper  wells 
was  eliminated  on  the  present  survey,  as  some  large  areas  of  stripper  produc- 
tion, particularly  in  the  old  Trenton  area  of  northeastern  Indiana,  had  been 
abandoned  in  previous  years.  The  actual  abandonments  in  1944  were  31  less 
than  in  1942.  Secondary  recovery  methods  have  been  given  very  little  considera- 
tion in  the  past,  principally  due  to  the  price  of  crude.  Several  accidental  water 
floods  have  indicated  that  substantial  recoveries  can  be  obtained  by  secondary 
methods. 

STATE  OF   KANSAS 

1.  Number  of  stripper  wells  producing  at  close  of  1944 16,  760 

2.  Production  in  barrels  of  stripper  wells  in  1944 28,  800,  000 

3.  Average  price  of  stripper-well  production  in  1944 $1.  18 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 135,  000 

5.  Productive  acres  of  all  wells  at  close  of  1&44 250,  000 

6.  Number  of  producing  oil  wells  abandoned  in  1944 512 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  hori- 

zons underlying  oil  wells  abandoned  in  1944 1,  300,  000 

8.  Estimated   additional   reserves   which   may   be   recovered   from 

stripper  wells  by  secondary  recovery  methods  with  price  in- 
creases per  barrel  of — 

25  cents barrels—     50,  000,  000 

50  cents do 85,  000,  000 

75  cents _ do 155,  000,  000 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

The  number  of  stripper  wells  in  1944  was  1,579  more  than  in  1942,  and  a 
corresponding  increase  in  production  of  the  stripper  wells  of  10  million  barrels. 
A  large  part  of  this  production  increase  is  explained  by  the  fact  that  the  mini- 
mum allowable  in  Kansas  was  increased  from  15  to  25  barrels  per  day.  All 
pools  with  an  average  production  of  25  barrels  per  day  were  dropped  from  pro- 
ration, and  wells  in  such  pools  were  considered  stripper  wells  in  arriving  at  the 
1944  total  production  figure.  Secondary  recovery  is  quite  important  in  Kansas, 
particularly  in  the  southeastern  part  of  the  State.  Stripper  production  accounts 
for  about  29  percent  of  the  State's  total  production. 

STATE  OF  KENTUCKY 

1.  Number  of  stripper  wells  producing  at  close  of  1944 14,  300 

2.  Production  in  barrels  of  stripper  wells  in  1944 4,  604,  079 

3.  Average  price  of  stripper  well  production  in  1944 $1.  42 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 52,000 

5.  Productive  acres  of  all  wells  at  close  of  1944 53,  700 

6.  Number  of  producing  oil  wells  abandoned  in  1944 175 

7.  Total    number    of   barrels    of    recoverable   oil    left   in   producing 

horizons  underlying  oil  wells  abandoned  in  1944 250,  000 

8.  Estimated    additional    reserves    which    may    be    recovered    from 

stripper  wells  by  secondary   recovery  methods  with  price  in- 
creases per  barrel  of — 

25    cents ___barrels__  10,  000,  000 

50   cents do 50,  000,  000 

75  'cents do 90,  000,000 
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In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  produc- 
tion may  be  classified  as  a  stripper  well. 

There  was  no  marked  change  in  the  1944  survey  compared  to  the  1942  survey. 
The  1944  figures  show  300  more  stripper  wells  accounting  for  approximately 
350,000  barrels  more  production  than  in  1942.  There  were  25  fewer  wells 
abandoned  than  in  1942.  Until  recently,  the  stripper  wells  accounted  for  over 
90  percent  of  the  State's  total  production,  however  the  recent  discoveries  of 
several  flush  pools  dropped  this  percentage  to  below  50  percent.  The  State's 
production  from  all  wells  in  1944  was  more  than  double  the  production  in  1942. 
Secondary  recovery  operations,  while  not  spectacular,  have  been  rather  con- 
sistent and  operators  have  come  to  realize  that  old  stripper  wells  are  a  valuable 
asset  instead  of  merely  junk. 

STATE  OF  LOUISIANA 

1.  Number  of  stripper  wells  producing  at  close  of  1944 2,677 

2.  Production  in  barrels  of  stripper  wells  in  1944 6, 107,  660 

3.  Average  price  of  stripper  well  production  in  1944 ^  $1. 06 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 208,  750 

5.  Productive  acres  of  all  wells  at  close  of  1944 322,  800 

6.  Number  of  producing  oil  wells  abandoned  in  1944 266 

7.  Total   number   of   barrels   of   recoverable   oil   left   in   producing 

horizons  underlying  oil  wells  abandoned  in  1944 931,  000 

8.  Estimated    additional    reserves    which    may    be    recovered    from 

stripper  wells  by  secondary  recovery  methods  with  price  in- 
creases i)er  barrel  of — 

25   cents barrels.-     1, 100,  000 

50  cents do 40,  000,  000 

75  cents do 85,  000,  000 

^  Does  not  include  subsidy  premium  payment. 

In  this  sui'vey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

Production  from  stripper  wells  accounted  for  only  4.7  percent  of  the  State's 
total  in  1944.  Average  daily  production  of  stripper  wells  was  6.3  barrels  per 
well.  The  1944  survey  shows  that  the  number  of  stripper  wells  was  60  less,  and 
the  stripper  production  was  ofE  582,000  barrels  from  the  1942  figures.  The 
abandonments  were  357  in  1942  and  266  in  1944,  showing  a  decline  of  91.  Most 
of  the  stripper  wells  are  located  in  the  northern  part  of  the  State,  particularly 
in  the  Shreveport  district.  Secondary  recovery  operations  are  now  in  progress 
in  a  number  of  stripper  areas,  and  more  are  contemplated  whenever  feasible. 

STATE  OF  MICHIGAN 

1.  Number  of  stripper  wells  producing  at  close  of  1944 2,  788 

2.  Production  in  barrels  of  stripper  wells  in  1944 6,  230,  043 

3.  Average  price  of  stripper  well  production  in  1944 i  $1. 42 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 31,  205 

5.  Productive  acres  of  all  wells  at  close  of  1944 49, 125 

6.  Number  of  producing  oil  wells  abandoned  in  1944 199 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  horizons 

underlying  oil  wells  abandoned  in  1944  (unknown  as  a  guess) 100,  000 

8.  Estimated  additional  reserves  which  may  be  recovered  from  strip- 

per wells  by  secondary  recovery  methods  with  price  increases  per 

barrel  of — 

25   cents barrels None 

50  cents do None 

75  cents do *  1,  250, 000 

1  Average  price  for  all  oil  including  subsidy — unable  to  get  an  average  price  for  stripper 
wells  alone. 

2  Secondary  recovery  has  not  as  yet  proved  economical  in  Michigan.  If  price  of  crude 
was  raised  75  cents  per  barrel  additional  wells  would  be  drilled  which  would  increase 
estimated  recoverable  reserves  by  figures  shown. 
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In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  produc- 
tion may  be  classified  as  a  stripper  well. 

Stripper  wells  in  1944  produced  500,000  barrels  less  than  100  fewer  wells  in 
1942.  Production  from  stripper  wells  accounted  for  approximately  one-third 
of  the  State's  total  production  in  1944.  There  were  56  more  wells  abandoned 
than  in  1942.  Average  daily  production  of  stripper  wells  was  6.1  barrels  per 
well.  Secondary  recovery  has  not  proved  economical  in  Michigan  and  but  little 
of  the  State's  secondary  oil  could  be  produced  w^ithout  a  substantial  increase  in 
the  price  of  oil. 

STATE  OF  MISSISSIPPI 

1.  Number  of  stripper  wells  producing  at  close  of  1944 31 

2.  Production  in  barrels  of  stripper  wells  in  1944 167,  590 

3.  Average  price  of  stripper  well  production  in  1944 ^ $0.  93 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 1, 120 

5.  Productive  acres  of  all  wells  at  close  of  1944 18, 440 

6.  Number  of  producing  oil  wells  abandoned  in  1944 27 

7.  Total  number  of  barrels  of  reooverable  oil  left  in  producing  horizons 

underlying  oil  wells  abandoned  in  1944 100,  000 

8.  Estimated  additional  reserves  which  may  be  recovered  from  stripper 

wells   by   secondary   recovery   methods   with   price   increases   per 

barrel  of — 

25   cents barrels—  400,  000 

50   cents do 500,  000 

75    cents do 575,  000 

Of  the  475  producing  oil  wells  in  the  State  at  the  close  of  1944,  only  31  were 
classified  as  stripper  wells,  and  production  from  these  31  strippers  accounted 
for  only  1  percent  of  the  State's  total  production.  Average  daily  production  per 
stripper  well  as  14.8  barrels  as  against  an  average  of  107.3  barrels  for  all  oil 
wells.  Secondary  recovery  operations  in  the  State  have  not  yet  reached  any 
importance,  but  it  is  thought  that  substantial  secondary  reserves  oould  be 
established  with  an  adequate  price  for  oil. 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

STATE  OF  MISSOURI 

1.  Number  of  stripper  wells  producing  at  close  of  1944 123 

2.  Production  in  barrels  of  stripper  wells  in  1944 45,000 

3.  Average  price  of  stripper  well  production  in  1944 ^  $1. 17 

4.  Productive  acres  of  stripi)er  wells  at  close  of  1944 710 

5.  Productive  acres  of  all  wells  at  close  of  1944 710 

6.  Number  of  producing  oil  wells  abandoned  in  1944 None 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  horizons 

underlying  oil  wells  abandoned  in  1944 None 

8.  Estimated  additional  reserves  which  may  be  recovered  from  stripper 

wells  by   secondary   recovery   methods   with   price    increases   per 
barrel  of — 

25  cents barrels None 

50  cents do 100,  000 

75  cents do 200,  000 

'  Eighty-two  cents  plus  subsidy  of  35  cents. 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

All  of  the  wells  in  the  State  are  classified  as  stripper  wells.  The  average  daily 
production  in  1944  was  approximately  1  barrel  per  well.  Some  of  the  wells  are 
not  pumped  regularly,  but  none  were  reported  as  being  permanently  abandoned. 
Most  of  the  production  is  in  the  northwestern  part  of  the  State.  Up  to  the  pres- 
ent time,  secondary  recovery  projects  have  not  proven  very  successful, 
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STATE  OF  MONTANA 

1.  Number  of  stripper  wells  producing  at  close  of  194-1 1,  860 

2.  Production  in  barrels  of  stripper  wells  in  1944 2,  731,  09S 

3.  Average  price  of  stripper  well  production  in  1944 ^  $1. 19 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 23,918 

5.  Productive  acres  of  all  wells  at  close  of  1944 40,  729 

6.  Number  of  producing  oil  wells  abandoned  in  1944 21 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  horizons 

underlying  oil  wells  abandoned  in  1944 23,780 

8.  Estimated  additional  reserves  wliich  may  be  recovered  from  stripper 

wells  by  secondary  recovery  methods  with  price  increases  per 
barrel  of — 

25  cents barrels--        Trivial 

5U   cents—, do 1,  757,  475 

75  cents do 3,  514,950 

'  Subsidy  payments  not  included. 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  produc- 
tion may  be  classified  as  a  stripper  well. 

The  number  of  stripper  wells  in  the  State  comprises  about  83  percent  of  all  the 
oil  wells.  These  stripper  wells  in  1944  produced  roughly  one-third  of  the  State's 
total  production.  Average  daily  production  of  strippers  was  4  barrels  per  well. 
As  compared  to  the  1942  survey,  the  1944  figures  show  that  there  were  381  more 
stripper  wells  and  that  roughly  50  percent  more  production  was  obtained  from 
the  wells  in  the  stripper  category.  Only  21  wells  were  abandoned  in  1944.  Wells 
making  15  barrels  per  day  or  less  are  classified  as  strippers  by  the  Oil  Conserva- 
tion Board.  Most  of  the  increase  in  the  number  of  stripper  wells  took  place  in  the 
Cut  Bank  field.  The  marginal  nature  of  most  of  the  stripper  well  operations  is 
not  conducive  to  the  application  of  secondary  methods.  Very  little  of  the  State's 
secondary  oil  could  be  recovered  without  a  price  increase  of  at  least  50  percent 
per  barrel. 

STATE   OF    NEBRASKA 

1.  Number  of  stripper  wells  producing  at  close  of  1944 72 

2.  Production  in  barrels  of  stripper  wells  in  1944 440,  000 

3.  Average  price  of  stripper  well  production  in  1944 $1. 10 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 1,  380 

5.  Productive  acres  of  all  wells  at  close  of  1944 1,  380 

6.  Number  of  producing  oil  wells  abandoned  in  1944 18 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  horizons 

underlying  oil  wells  abandoned  in  1944 175,  000 

8.  Estimated  additional  reserves  which  may  be  recovered  from  stripper 

wells  by  secondary  recovery  methods  with  price  increases  per  barrel 

of: 

25  cents barrels —  None 

50  cents do None 

75  cents do None 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

All  of  the  wells  in  the  State  are  now  classified  as  stripper  wells  whose  average 
daily  production  is  16.7  barrels  per  well..  Since  the  1942  survey,  there  have 
been  some  rather  significant  changes.  The  number  of  stripper  wells  increased 
from  9  to  72 ;  and  their  production  increased  from  45,000  barrels  to  440,000 
barrels.  The  18  abandonments  in  1944  were  three  times  the  number  of  abandon- 
ments in  1942.  The  Falls  City  and  Barada  Pools  were  principally  responsible 
for  the  changes  herein  mentioned.  Possibilities  of  the  application  of  secondary 
methods  are  not  considered  good,  because  of  the  strong  water  drive  already 
present  in  the  pools  in  the  southeastern  part  of  the  State. 
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STATE  OF  NEW   IIEXICO 

1.  Number  of  stripper  wells  producing  at  close  of  1944 1, 102 

2.  Production  in  barrels  of  stripper  wells  in  1944 2,  464,  385 

3.  Average  price  of  stripper  well  production  in  1944 $1.  04 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 42,  040 

5.  Productive  acres  of  all  wells  at  close  of  1944 162, 960 

6.  Number  of  producing  oil  wells  abandoned  in  1944 1 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  horizons 

underlying  oil  wells  abandoned  in  1944 1,  460 

8.  Estimated  additional  reserves  which  may  be  recovered  from  stripper 

wells  by  secondary   recovery  methods  with  price  increases  per 

barrel  of : 

25  cents barrels.,     5,000,000 

50  cents do 10,000,000 

75  cents do 20,000,000 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

Approximately  28  percent  of  all  oil  wells  in  the  State  are  classified  as  strippers, 
and  their  production  accounts  for  6.2  percent  of  the  State's  total.  The  average 
daily  production  of  stripper  wells  is  6.1  barrels  per  well.  The  1944  figures  for 
the  number  of  stripper  wells  and  ^their  annual  production  are  double  those  of 
the  1942  figures.  It  is  significant  to  note  that  the  records  indicate  only  one  well 
was  abandoned  in  1944.  At  the  present  price  of  oil,  the  application  of  secondary 
methods  is  not  expected  to  become  very  important,  although  there  are  appreciable 
reserves  for  the  future. 

STATE   OK   NEW   YOKK 

1.  Number  of  stripper  wells  producing  at  close  of  1944 20,900 

2.  Production  in  barrels  of  stripper  wells  in  1944 4,772,514 

3.  Average  price  of  stripper  well  production  in  1944 $3,813 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 71,  000 

5.  Productive  acres  of  all  wells  at  close  of  1944 71,000 

U.  Number  of  producing  oil  wells  abandoned  in  1944 428 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  hori- 

zons underlying  oil  wells  abandoned  in  1944 5(iO.  000 

8.  Estimated    additional    reserves    which    may    be    recovered    from 

stripper  wells  by  secondary  recovery  methods  with  price  increases 

per  barrel  of : 

25   cents barrels__     1,  000.  000 

50  cents do 2,  000,  000 

75    cents do '  7,  000,  000 

*  With  an  increase  of  $1  in  the  price,  10,000,000  barrels  would  be  recovered. 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  produc- 
tion maj^  be  classified  as  a  stripper  well. 

All  of  the  20,900  producing  oil  wells  in  the  State  are  considered  to  be  in  the 
stripper  class.  These  wells  produce  an  average  of  0.6  barrel  per  well  per  day. 
Principal  production  is  from  tlie  Allegany  and  Bradford  fields,  where  water- 
flooding  operations  have  proven  very  successful.  In  fact,  probably  close  to  90 
percent  of  the  State's  production  is  due  to  the  application  of  secondary  methods. 
Of  the  approximately  100  million  ban-els  of  oil  that  can  be  recovered  by  sec- 
ondary methods,  it  is  believed  that  about  two-thirds  to  three-fourths  of  these 
reserves  can  be  recovered  at  the  present  price  of  oil.  In  this  connection,  it  is 
pointed  out  that  the  posted  price  of  Pennsylvania  Grade  Crude  is  $3  or  l3etter 
per  barrel,  which  price  does  not  include  the  75^  per  barrel  Federal  subsidy.  There 
were  803  more  abandonments  in  1944  than  in  1942.  Most  of  which  were  wells  in 
watered  out  areas  where  water  floods  are  being  applied. 
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STATE  OF  OHIO 

1.  Number  of  stripper  wells  producing  at  close  of  1944 22, 483 

2.  Production  in  barrels  of  stripper  wells  in  1944 2, 103,  593 

3.  Average  price  of  stripper  well  production  in  1944 $1.  96 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 823,  372 

5.  Productive  acres  of  aU  wells  at  close  of  1944 843,  372 

6.  Number  of  producing  oil  wells  abandoned  in  1944 594 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  hori- 

zons underlying  oil  wells  abandoned  in  1944 850,  000 

8.  Estimated    additional   reserves    whicb    may   be    recovered   from 

stripper  wells  by  secondary  recovery  methods  with  price  increases 

per  barrel  of : 

25    cents barrels.-     2,  OfJO,  000 

50    cents do 6,  000,  000 

75  cents do 15,  000,  000 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  produc- 
tion may  be  classified  as  a  stripper  well. 

Approximately  98  percent  of  the  wells  in  Ohio  are  stripper  wells.  The  present 
survey  shows  there  were  1,300  fewer  stripper  wells  than  in  1942.  Stripper 
production  also  showed  a  decline  of  some  300.000  barrels.  HoAvever,  there  were 
only  594  abandonments  in  1944  as  compared  to  894  in  1942.  The  price  of  $1.96 
per  barrel  is  the  weighted  average  of  the  various  grades  of  crude  and  is  exclusive 
of  the  stripper  well  compensatory  payments.  Most  of  the  reserves  which  may 
be  recovered  by  secondary  methods  is  dependent  upon  a  substantial  price  increase. 

STATE  OF  OKLAHOilA 

1.  Number  of  stripper  wells  producing  at  close  of  1944 49,  398 

2.  Production  in  barrels  of  stripper  wells  in  1914 58, 200,  000 

3.  Average  price  of  stripper  well  production  in  1944 $1. 16 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 690,  000 

5.  Productive  acres  of  all  wells  at  close  of  1944 831,  000 

6.  Number  of  producing  oil  wells  abandoned  in  1944 1,  200 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  hori- 

zons underlying  oil  wells  abandoned  in  1944 3,  000,  000 

8.  Estimated   additional   reserves   which   may  be   recovered  from 

stripper  wells  by  secondary  recovery  methods  with  price  In- 
creases per  barrel  of : 

25   cents — barrels—  '60,  000,  000 

50  cents do 100,  000,  000 

75  cents do 185,  000,  000 

^  Unofficial  estimate. 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  produc- 
tion may  be  classified  as  a  stripper  well. 

Stripper  wells  accounted  for  almost  half  of  the  State's  production  in  1944.  Of 
the  52.374  producing  oil  wells.  49,398  are  classified  as  strippers.  The  average 
stripper  well  production  is  3.2  barrels  per  well  per  day.  A  comparison  with  the 
1942  survey  shows  the  1944  number  of  stripper  wells  to  be  about  600  more,  and 
the  production  from  stripper  wells  about  8  million  barrels  more.  There  was  very 
little  change  in  the  number  of  abandonments,  being  74  less  in  1944  than  in  1942. 
The  reserves  that  can  be  recovered  by  secondary  methods  are  over  300  million 
barrels,  and  a  substantial  price  increase  is  necessary  to  recover  a  large  -per- 
centage  of  these  reserves. 

STATE  OF  PENNSYLVArriA 

1.  Number  of  stripper  wells  producing  at  close  of  1944 83,  000 

2.  Production  in  barrels  of  stripper  wells  in  1944 14, 118,  000 

3.  Average  price  of  stripper  weU  production  in  1944 $3.  237 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 505,  000 

5.  Productive  acres  of  all  wells  at  close  of  1944 505,  000 

6.  Number  of  producing  oil  wells  abandoned  in  1944 2,  450 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  hori- 

zons underlying  oil  wells  abandoned  in  1944 1,  000, 000 
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8.  Estimated  additional  reserves  which  may  be  recovered  from 
stripper  wells  by  secondary  recovery  methods  with  price  in- 
creases per  barrel  of : 

25  cents barrels—    50,  000,  000 

50  cents do 100,  000,000 

75  cents do 150,000,  000 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  produc- 
tion may  be  classified  as  a  stripper  well. 

All  of  the  wells  in  the  State  are  considered  as  strippers.  The  83,000  wells 
producing  at  the  close  of  1944  are  1,000  greater  than  the  1942  figure.  However, 
the  1944  production  was  4  million  barrels  less  than  in  1942.  The  price  indicated 
in  the  above  table  does  not  include  the  Federal  compensatory  payment  of  75  cents 
per  barrel  for  Pennsylvania  grade  crude.  Although  the  average  daily  produc- 
tion per  well  is  only  0.5  barrel,  the  great  number  of  wells  producing  a  premium 
crude  for  the  manufacture  of  high  grade  lubricants  make  this  production  very 
Important  because  it  is  in  an  area  of  high  consumption.  Most  of  this  oil  is  being 
produced  by  secondary  methods  at  the  present  time.  The  answer  to  question  8 
in  the  above  table  is  based  on  the  assumption  that  200  barrels  of  additional 
physically  recoverable  oil  can  be  obtained  from  each  of  the  505,000  producing 
acres  or  a  total  of  about  100  million  barrels  of  oil.  If  a  like  amount  can  be 
obtained  from  marginal  areas  which  are  not  under  production  at  the  present 
time,  there  are  200  million  additional  barrels  of  oil  available  if  economics  are 
disregarding.  It  is  further  assumed  that  every  25-cent  increment  in  price  up  to  a 
total  of  75  cents  will  increase  the  reserves  by  about  50  million  barrels. 

STATE  OF  TENNESSEE 

• 

1.  Number  of  stripper  wells  producing  at  close  of  1944 15 

2.  Production  in  barrels  of  stripper  wells  in  1944 9,  500 

3.  Average  price  of  stripper  well  production  in  1944 $1.  47 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 105 

5.  Productive  acres  of  all  wells  at  close  of  1944 105 

6.  Number  of  producing  oil  wells  abandoned  in  1944 14 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  horizons 

underlying  oil  wells  abandoned  in  1944 10,  000 

8.  Estimated  additional  reserves  which  may  be  recovered  from  stripper 

wells  by  secondary  recovery  methods  with  price  increases  per  barrel 

of: 

25  cents barrels None 

50  cents ^ do 75,  000 

75  cents do 100,  000 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

All  of  the  wells  in  the  State  are  strippers.  The  number  of  wells  producing  in 
1944  is  40  percent  less  than  in  1942,  and  their  production  is  14  percent  less  than  in 
1942.  Most  of  the  production  is  from  pools  located  in  Scott  and  Morgan  Counties. 
Secondary  recovery  is  of  no  importance  yet,  and  a  substantial  price  increase  will 
be  necessary  to  recover  the  secondary  reserves. 

STATE  OF  TEXAS 

1.  Number  of  stripper  wells  producing  at  close  of  1944 32, 170 

2.  Production  in  barrels  of  stripper  wells  in  1944 35,  226, 150 

8.  Average  price  of  stripper  well  production  in  1944 $1. 18 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 289,  530 

5.  Productive  acres  of  all  wells  at  close  of  1944 2,  750,  000 

6.  Number  of  producing  oil  wells  abandoned  in  1944 2,  376 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  hori- 

zons underlying  oil  wells  abandoned  in  1944 23,  000, 000 

8.  Estimated  additional  reserves  which  may  be  recovered  from  strip- 

per wells  by  secondary  recovery  methods  with  price  increases 

per  barrel  of: 

25  cents barrels—  125,  000,  000 

50  cents do 250,  000,  000 

75  cents do 875,  000,  000 
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In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  produc- 
tion may  be  classified  as  a  stripper  well. 

Approximately  one-third  of  the  wells  in  the  State  are  strippers,  but  their  pro- 
duction amounted  to  only  4.7  percent  of  the  total  production  for  1944.  Average 
daily  production  per  well  of  the  strippers  amounted  to  3  barrels.  In  1944  there 
were  1,400  more  strippers  whose  production  was  1\<2  million  barrels  more  than  in 
1942.  The  abandonments  in  1944  were  745  less  than  in  1944.  Reserves  lost  by 
abandonments  were  7,000,000  barrels  less  in  1944  than  in  1942. 

STATE  OF  WEST  VIBGINIA 

1.  Number  of  stripper  wells  producing  at  close  of  1944 17,  300 

2.  Production  in  barrels  of  stripper  wells  in  1944 3, 115,  783 

3.  Average  price  of  stripper  well  production  in  1944 $2.  59 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 138,400 

5.  Productive  acres  of  all  wells  at  close  of  1944 138,  400 

6.  Number  of  producing  oil  wells  abandoned  in  1944 145 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  hori- 

zons underlying  oil  wells  abandoned  in  1944 1, 160, 000 

8.  Estimated   additional   reserves   which   may   be   recovered   from 

stripper    wells    by    secondary    recovery    methods    (100.000,000 
barrels  recoverable)  with  price  increases  per  barrel  of: 

25    cents barrels—     20,  000,  000 

50  cents do 50,  000,  000 

75  cents do 100,  000,  000 

(in  addition 
to  subsidy) 
In  this  survey  a  stripper  well  is  defined  as  a* well  whose  production  expenses 
approximate  income.     Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

All  of  the  17,300  wells  in  the  State  are  classified  as  strippers,  whose  daily  aver- 
age production  per  well  is  0.5  barrel.  Decline  in  production  is  noted  of  some 
500,(X)0  barrels  in  1944  as  compared  to  the  1942  production  figures.  It  is  signifi- 
cant to  note  that  the  abandonments  were  only  145  in  1944  as  compared  to  435 
in  1942.  And  reserves  lost  by  abandonments  were  6,700.000  less  in  1944  than  in 
1942.  The  compensatory  payments  of  7o(?  per  barrel  for  Pennsylvania  Grade 
Crude  played  a  part  in  keeping  the  very  small  wells  producing  beyond  the 
normal  time  of  abandonment. 

STATE  OF  WYOMING 

1.  Number  of  stripper  wells  producing  at  close  of  1944 1,  878 

2.  Production  in  barrels  of  stripper  wells  in  1944 2,  856, 175 

3.  Average  price  of  stripper-well  production  in  1944 $0.  95 

4.  Productive  acres  of  stripper  wells  at  close  of  1944 27,  475 

5.  Productive  acres  of  all  wells  at  close  of  1944 76, 157 

6.  Number  of  producing  oil  wells  abandoned  in  1944 9 

7.  Total  number  of  barrels  of  recoverable  oil  left  in  producing  hori- 

zons underlying  oil  wells  abandoned  in  1944 12,  500 

S.  Estimated  additional  reserves  which  may  be  recovered  from 
stripper  wells  by  secondary  recovery  methods  with  price  in- 
creases per  barrel  of : 

25  cents barrels 2,  431,550 

50  cents do 7,  996, 100 

75    cents do 17, 176,  000 

In  this  survey  a  stripper  well  is  defined  as  a  well  whose  production  expenses 
approximate  income.  Under  this  definition  a  deep  well  with  substantial  pro- 
duction may  be  classified  as  a  stripper  well. 

Half  of  the  wells  in  the  State  or  stripper  wells,  but  their  1944  production 
amounted  to  only  8.7  percent  of  the  State's  total.  Average  daily  production  of 
the  wells  in  the  stripper  category  amounted  to  4.2  barrels  per  day.  The  produc- 
tion from  the  stripper  wells  in  1944  amounted  to  850.000  barrels  more  than  in 
1942.  The  price  of  oil  shown  (S0.95)  is  the  average  of  the  light  and  heavy  oils. 
Weighted  average  price  of  the  heavy  oil  is  $0,778  and  of  the  light  oil  is  $1,154. 
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Exhibit  B 

Whereas  on  January  10,  1945,  at  Fort  Worth,  Tex.,  the  executive  committee 
of  the  National  Stripper  Well  Association  did  unanimously  adopt  the  following 
resolution : 

"In  the  interest  of  conservation  of  an  irreplaceable  natural  resource  essential 
to  the  economic  and  general  welfare  of  the  Nation,  efforts  be  made  to  prevail 
on  Congress  to  enact  a  law  which  would  grant  a  fixed  differential  in  the  price 
per  barrel  for  stripper-well  production  over  and  above  the  general  market  price, 
and  that  such  additional  payments  be  made  out  of  the  general  fund." 

And  whereas,  the  postwar  changes  in  the  economic  situation  and  price  levels 
of  the  Nation  make  it  increasingly  imperative  that  such  provision  be  made  to 
protect  stripper  well  reserves. 

Now  therefore,  the  National  Stripper  Well  Association  in  annual  meeting 
assembled  at  Tulsa,  Okla.,  October  15,  1945,  hereby  ratifies,  affirms,  and  readopts 
said  resolution  and  instructs  the  officers  of  the  association  to  proceed  in  the 
furtherance  of  the  objectives  thereof. 

Exhibit  C.  RESOLtrTioir  Passed  by  the  Pennsylvania  Geade  Crude  Oii- 
Association  on  September  17,  1945 

Be  it  resolved.  That  the  Pennsylvania  Grade  Crude  Oil  Association  extend 
its  active  support  to  the  retention  of  the  so-called  subsidy  payments  for  stripper 
well  production  and  to  the  passage  by  the  Congress  of  an  act  making  the  same 
permanent  and  that,  for  these  purposes  this  association  join  with  the  National 
Stripper  Well  Association  and  other  associations  favorable  thereto. 

Exhibit  D.  Resolution 

Whereas  Oklahoma,  and  Creek  County  particularly,  has  for  40  years  been 
one  of  the  major  oil-producing  areas  of  the  United  States ;  and 

Whereas  oil  has  been  the  principal  source  of  taxable  revenue  'in  Oklahoma 
for  many  years,  from  which  funds  have  been  derived  with  which  to  build  roads 
and  maintain  schools  ;  and 

Whereas  thousands  of  men  are  employed  throughout  the  United  States  in 
connection  with  lease  work  and  the  actual  producing  of  oil  from  small  (stripper) 
wells  which  produce  a  large  percent  of  all  oil  produced  in  the  Nation  and  which, 
if  abandoned,  would  leave  in  the  ground  never  to  be  recovered  approximately 
5  billion  barrels  of  oil  which  represents  about  25  percent  of  our  known  reserves ; 
and 

Whereas  during  the  recent  war  a  conservation  payment  (sometimes  called 
subsidy)  was  granted  by  the  Government  to  the  producers  of  wells  making  less 
than  nine  barrels  per  day  in  order  to  prevent  the  abandonment  of  these  small 
wells  on  account  of  them  being  operated  at  a  loss  because  of  increased  costs  in 
operation,  which  payment  today  represents  in  most  cases  the  difference  between 
a  loss  and  a  small  profit  to  the  operator,  and 

Whereas  the  conservation  payment,  unless  extended  by  act  of  Congress,  expires 
June  1946,  and,  if  permitted  to  expire,  will  mean  not  only  ruin  to  many  small 
operators  but  a  loss  to  the  royalty  owners  and  great  damage  to  the  State  from 
loss  of  taxable  income  as  well  as  unnecessarily  depleting  our  oil  reserves  at  a 
time  when  we  should  be  doing  everything  possible  to  not  only  preserve  and 
utilize  our  known  reserves  but  to  discover  new  ones ;  and 

Whereas  as  an  inducement  to  encourage  secondary  recovery  methods  for  the 
purpose  of  recch^ering  every  barrel  possible  from  any  well  before  it  is  abandoned, 
and  for  the  purpose  of  doing  justice  to  an  industry  which  so  loyally  supported 
our  Government  in  its  conservation  program  during  the  war,  and  through  whose 
efforts  enough  oil  was  produced  and  sold  below  the  cost  of  replacement  to  defeat 
our  enemies  month  or  even  years  sooner  than  otherwise  would  have  been  iwssible, 
and  in  order  to  prevent  wholesale  abandonment  of  wells  and  cause  thousands  of 
workers  and  their  families  needless  hardships  on  account  of  being  thrown  out 
of  work,  and  as  a  premature  abandonment  of  these  wells  cause  a  great  loss  to 
this  State  through  the  loss  of  taxable  resource ;  and 

Whereas  all  these  disastrous  consequences  can  be  avoided  by  an  act  of  Con- 
gress making  the  conservation  payment  permanent :  Now,  therefore,  be  it 

Resolved  by  the  Bristow  Chamber  of  Commerce,  in  meeting  assembled,  this,  the 
7th  day  of  February  1946,  That  each  Senator  and  Representative  in  Washington 
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from  Oklahoma  be  urged  to,  as  soon  as  possible,  support  and  work  for  the  passage 
of  such  legislation  as  will  make  the  conservation  oil  payment  permanent,  with 
the  proviso  that  any  such  payment  shall  be  computed  on  a  percent  of  the  posted 
price  for  crude  oil  in  the  area  where  the  wells  are  located. 

Bkistow  Chambee  of  Commeece. 


Exhibit  E.  Report  of  the  Secondaey  Recovery  Committee  to  the  Sixteenth 
Annual  Meeting  of  The  Independent  Petroleum  Association  of  America, 
Tulsa,  Okla.,  October  16,  1945 

I.  A  very  substantial  portion  of  the  crude  oil  reserves  of  this  Nation  underlie 
what  are  commonly  known  as  stripper  wells.  These  reserves  are  variously  esti- 
mated at  from  3%  billion  to  4%  billion  barrels,  of  which  approximately  30 
percent  is  recoverable  under  present  primary  producing  methods  now  in  use  on 
the  wells.  The  other  70  percent  can  only  be  produced  through  the  installation  of 
secondary-recovery  methods.  It  is  the  judgment  of  this  committee  that  not  all 
of  the  primary  oil  and  little  of  the  secondary  oil  requiring  additional  expendi- 
tures can  be  recovered  under  the  present  posted  price  for  crude  oil.  In  order 
to  recover  these  reserves  underlying  stripper  properties  and  make  them  available 
to  the  public  and  to  our  Nation  for  its  safety  and  welfare,  it  is  essential  that  the 
operators  receive  sufficient  remuneration  to  justify  their  continued  oi>eration. 

Stripper-well  production  provides  an  assured  but  slowly  declining  supply  and 
was  an  essential  part  of  the  Nation's  demand  in  "World  War  II.  The  questiou 
has  arisen  as  to  how  sufficient  income  from  these  walls  can  be  maintained  in  the 
future  to  continue  their  operation.  The  present  temporary  subsidy  may  soon 
be  removed  and  it  is  doubtful  if  posted  crude  prices  at  that  time  will  be  adequate 
to  compensate  for  its  elimination.  One  proposed  solution  is  the  establishment  of 
a  permanent  price  differential  in  favor  of  stripper  wells  on  a  conservation  basis, 
but  there  has  been  no  satisfactory  plan  worked  out  as  to  how  it  is  to  be  obtained, 
nor  does  it  have  the  unanimous  support  of  this  committee  or  the  industry  as  a 
whole.  However,  the  problem  is  of  such  importance  that  it  demands  some  solu- 
tion and  therefore  we  urge  the  officers  of  this  association  to  study  the  problem 
carefully  and  suggest  that  they  immediately  contact  the  governmental  agency 
which  they  deem  proper  with  the  proposition  that  this  agency  make  a  prompt 
survey  of  the  situation  including : 

1.  Location  and  amount  of  reserves  involved. 

2.  Their  value  to  our  national  economy  and  national  defense. 

3.  The  problems  involved  in  their  recovery. 

After  making  such  survey  we  further  suggest  that  this  agency  shall  make 
definite  recommendations  toward  the  solution  of  the  problem  and  in  making 
such  surveys  and  findings,  this  governmental  agency  shall  receive  full  coopera- 
tion of  all  members  of  the  IPAA.  It  should  be  noted  that  time  is  an  important 
factor  in  this  problem.  Unless  there  is  a  sufficient  increase  in  the  posted  price 
for  crude  oil  when  the  present  subsidy  is  removed,  wholesale  abandonment 
will  result,  not  only  in  the  stripper  wells  but  also  in  the  many  secondary- 
recovery  operations  which  will  be  beyond  their  economic  limit  after  the  re- 
moval of  the  subsidy.  These  abandonments  will  result  in  the  permanent  loss 
of  many  millions  of  barrels  of  oil  reserve.  At  the  time  the  present  stripper 
well  compensatory  adjustment  was  adopted  the  OPA  agreed  that  it  should  be 
continued  for  the  duration  of  the  emergency  and  6  months  thereafter.  We  urge 
that  the  present  adjustment  be  continued  to  protect  these  reserves  during  the 
study  of  a  permanent  solution  of  the  problem. 

II.  The  suggestion  has  been  made  that  this  Nation  should  import  large 
quantities  of  foreign  oil  and  store  it  in  depleted  oil  sands  for  future  use.  Anyone 
with  experience  in  producing  oil,  either  by  primary  or  secondary-recovery  meth- 
ods, realizes  that  this  suggestion  warrants  no  serious  consideration  because  of 
the  prohibitive  cost  involved  and  the  questionable  amount  of  the  stored  oil 
which  could  be  recovered  when  needed.  We  present  it  at  this  time  only  as  a 
warning  of  what  the  oil  industry  may  expect  from  those  who  would  supply 
the  petroleum  needs  of  this  country  from  foreign  rather  than  domestic  sources. 
The  danger  in  such  proposals  stems  from  the  appeal  which  they  have  for  the 
consuming  public  unless  their  fallacy  is  exposed. 

III.  A  considerable  amount  of  valuable  work  has  been  done  by  the  Bureau 
of  Mines  in  making  studies  of  secondary-recovery  methods  and  results,  which 
have  been  published  in  reports  available  to  the  industry.     The  committee  desires 


THE   INDEPENDENT   PETROLEUM   COMPANY  135 

to  convey  its  appreciation  and  gratification  for  the  work  so  undertaken.  It  is 
recommended  that  this  work  be  continued  and  expanded  to  serve  the  needs  of 
the  industry  in  research  and  promotion  of  secondary-recovery  methods  and  we 
urge  an  increased  appropriation  by  Congress  for  the  Bureau  of  Mines  in  order 
that  this  important  work  may  be  carried  on'moi-e  extensively.  This  committee 
also  appreciate  and  commends  the  United  States  Geological  Survey  on  their 
work  done  in  studying  the  possibilities  of  various  pools  for  secondary-recovery 
methods. 

lY.  Due  to  the  possibility  that  certain  situations  may  occur  from  time  to 
time  to  cause  the  cessation  or  curtailment  of  px-oduction  in  the  oil  industry, 
the  committee  desires  to  reemphasize  that  particular  efforts  should  be  directed 
toward  the  uninterrupted  production  of  oil  from  stripper  wells  and  secondary- 
recovery  operations  because  of  the  permanent  damage  to  such  production  re- 
sulting from  either  curtailment  or  complete  shut-down. 

B.  The  work  of  secondary  recovery  has  developed  to  the  point  where  many 
of  the  methods  used  are  being  recorded  in  printed  form.  Special  bulletins  are 
being  issued  and  reports  on  progress  in  this  line  of  endeavor  are  being  published. 
We  recommend  therefore  that  means  be  provided  for  this  association  to  accu- 
mulate and  keep  on  file,  in  the  headquarters  office,  a  library  of  all  such  available 
material  for  the  use  of  the  industry,  and  that  an  index  of  the  subject  matter 
contained  in  this  library  be  fui'nished  periodically  to  the  members  of  the  associ- 
ation by  publication  in  the  Independent  Monthly. 

Mr.  Fbaser.  Was  any  action  taken  by  any  committee  of  the  In- 
dependent Petroleum  Association  after  the  passage  of  the  resolution 
in  October?  You  say  the  officers  of  the  association  were  instructed 
to  study  the  problem  carefully  and  immediately  contact  the  govern- 
mental agency  which  they  deemed  proper. 

Mr.  McClure.  There  have  been  several  studies,  and  they  have 
cooperated  with  the  Interstate  Compact  in  assembling  this  data.  They 
are  in  the  process  of  doing  that  now. 

Mr.  Frasek.  Has  any  governmental  agency  been  approached? 

Mr.  McCluee.  Yes,  sir.  I  would  say  on  that  point,  not  directly 
to  the  committee,  but  representatives  of  the  stripper-well  operators 
have  invited  the  cooperation  of  the  Department  of  the  Interior  to 
study  this  matter,  who  have  areas  where  they  are  interested  in  the 
subject.  They  are  trying  to  formulate  data  and  arrive  at  some  con- 
clusion. 

The  Chairman.  Of  course,  when  all  is  said  and  done,  when  you 
come  to  a  committee  of  Congress  you  are  coming  to  the  source^  of 
statutory  authority.  You  are  here  now  at  the  bar  where  a  decision 
can  be  rendered. 

Mr.  McClure.  That  is  right. 

The  Chairman.  And  I  take  it  from  what  you  have  said  in  response 
to  questions  that  you  are  personally  not  quite  ready  to  assume  the 
responsibility  of  recommending  a  permanent  postwar  subsidy  pro- 
gram to  promote  stripper-well  production. 

Mr.  McClure.  On  that  point,  Mr.  Chairman,  we  are  attempting  to 
study  at  this  time  and  assimilate  data,  and  will  submit  that  to  whom- 
ever you  direct,  or  to  the  Department  of  the  Interior,  and  let  them 
help  to  formulate  that  conclusion.  Personally,  I  do  not  have  the 
answer. 

The  Chairman.  When  VE-day  came,  the  governmental  agency 
which  had  been  set  up  for  the  purpose  of  coordinating  our  activities 
for  the  war  began  immediately  to  suspend  controls.  I  think  I  have 
already  remarked  at  this  hearing  that  the  War  Production  Board 
materially  reduced  the  number  of  directives  and  controls  that  were 
in  eflPect,  after  VE-day.    In  other  words,  before  victory  over  Japan, 


136  THE  INDEPENDENT  PETROLEUM   COMPAN"y 

governmental  direction  of  our  economy  was  substantially  decreased. 
After  VJ-day  the  War  Production  Board  suspended  its  operations. 

The  control  of  the  supply  of  materials,  for  example,  was  suspended 
almost  completely,  except  in  a  few  cases  where  the  supply  was  so 
deficient  that  it  was  felt  in  the  interests  of  the  civilian  economy  it 
was  necessary,  as,  for  example,  in  the  case  of  lumber,  because  there 
was  not  enough  lumber  to  meet  the  demand.  The  Civilian  Production 
Administration  attempted  to  continue  to  control  the  supply  by  the 
issuance  of  directives  authorized  by  Congress,  so  that  there  would  be 
no  hoarding,  and  everybody  would  get  a  fair  chance  to  use  what 
supply  was  available. 

At  the  same  time,  the  President  voiced  a  desire  to  suspend  subsidies, 
and  some  subsidies  were  cut  down.  Recently,  because  of  an  apparent 
inability  to  stimulate  the  production  of  builcling  materials,  a  recom- 
mendation was  made  to  adopt  a  subsidy  program  which  is  precisely 
what  the  stripper- well  program  has  been,  in  order  to  bring  into  the 
market  building  materials  to  meet  the  housing  shortage.  The  House 
of  Representatives  has  declined  to  adopt  that.  In  other  words,  we 
have  in  this  country  a  very  substantial  feeling  that  the  Government 
should  withdraw  from  the  subsidy  program  just  as  rapidly  as  pos- 
sible. And  those  who  urge  subsidies  do  it  only  upon  the  groun*d  that 
extraordinary  conditions  exist  which  require  them. 

The  question  which  must  be  decided  with  respect  to  petroleum 
is  whether  or  not  the  conditions  are  so  extraordinary,  or  are  likely  to 
continue  to  be  so  extraordinary,  that  a  permanent  Government  subsidy 
program  should  be  adopted.  If  it  is,  we  must  all  face  the  fact  that  to 
that  degree  it  is  an  abandonment  of  what  we  call  the  free-market 
economy.  The  usual  theory  of  the  free  economy  is  that  the  law 
of  supply  and  demand  will  fix  these  prices.  We  interfered  with  that 
during  the  war  because  it  appeared  to  be  necessar37^  to  do  that  in  order 
to  fight  the  war  successfully.  Now,  are  we  going  to  continue  that 
theory  in  peacetime?  That  is  the  proposal  that  you  are  putting  up 
to  us. 

Mr.  McCiiURE.  Yes,  sir.  On  that  point,  I  have  not  offered  any 
proposal.  I  did  attempt  to  recite  what  your  predicament  is,  has  been, 
and  will  be,  unless  the  free  law  of  economy  takes  care  of  it.  And  if 
it  does,  that  is  fine.  A  few  have  hopes  that  it  will.  I  think  it  is 
the  duty  of  the  Department  of  the  Interior  and  this  committee  to 
make  a  determination,  not  mine. 

The  Chairman.  Of  course  it  is  the  duty  of  the  Congress  to  make 
the  determination. 

Mr,  McCluke.  I  mean  the  Congress. 

The  Chairman.  And  what  the  Congress  does,  it  does  for  the  people. 
We  are  only  the  agency  of  the  people.  You  gentlemen  are  to  be 
counted  among  them ;  so  you  cannot  avoid  the  responsibility  of  mak- 
ing the  suggestion  or  of  not  making  it.  It  ought  to  be  clear  in  the 
mind  of  everybody  who  urges  this  solution  that  it  is  an  invitation  to 
the  Government  to  intervene  in  the  industry.  If  the  Government 
pays  subsidies  in  any  industry,  to  that  extent  it  is  an  abandonment 
of  the  free  economy. 

Mr.  Franklin.  May  I  say  a  word  right  here  ? 

The  Chairman.  Mr.  Franklin. 
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Mr.  Franklin.  I  think  you  have  stated  this  matter  very  clearly; 
and  I  think  without  a  doubt  that  the  vast  majority  of  those  engaged 
in  the  oil  industry,  independents  and  majors  alike,  are  unalterably 
opposed  to  their  Government's  continuing  to  pay  subsidies  to  anybody. 
What  Mr.  McClure  has  stated  several  times  in  his  testimony  is  that 
if  these  controls  were  eliminated  and  all  economic  law  were  returned, 
then  the  oil  industry  would  get  along  now  after  the  close  of  the  war 
as  it  did  before.  We  had  no  subsidies  before  this  war.  We  had  ap- 
proximately the  same  number  of  stripper  wells  before  the  war  as  we 
have  now.  In  due  course  many  of  them  are  abandoned,  and  it  is 
regrettable. 

The  Chairman.  Now,  Mr.  Franklin,  let  us  get  the  record  straight. 
I  am  reading  now  from  Mr.  McClure's  statement,  his  recommendation 
No.  3.    [Reading:] 

The  National  Stripper  Well  Association,  of  which  I  am  president,  favors  the 
enactment  by  Congress  of  a  law  which  would  grant  a  fixed  differential  in  the 
price  per  barrel  for  stripper-well  production  over  and  above  the  general  market 
price  and  that  such  additional  payments  sliould  be  made  out  of  the  general 
fund. 

Now,  if  that  is  not  an  explicit,  straightforward  recommendation 
for  a  Govermnent  subsid}^,  I  do  not  understand  the  English  language. 

Mr.  Franklin.  I  agree  that  that  is.  But  Mr.  McClure,  several  times 
during  his  examination,  stated  that  if  the  price  of  oil  generally  were 
allowed  to  seek  its  level,  its  true  economic  value,  perhaps  a  subsidy 
would  not  be  necessary. 

We  have  been  in  a  strait-jacket  with  oil  frozen  in  October  1941  at 
the  depression  level.  At  that  time,  oil  was  in  the  process  of  being  ad- 
vanced. An  attempt  was  made  to  advance  the  price  of  oil  by  a  major 
purchaser  on  July  1,  1941 ;  and  at  the  request  of  the  Government  that 
was  postponed  until  they  could  look  into  it,  the  then  Price  Admini- 
strator having  made  the  request. 

Again  the  attempt  was  made  to  raise  the  price  of  crude  25  cents  a 
barrel  in  September  of  1941 ;  again  the  request  was  made  to  postpone 
that  raise.  And  while  under  this  condition  of  postponement,  the 
price  was  then  frozen  at  that  level,  and  has  remained  frozen  since 
that  thne. 

Now,  had  the  free  law  of  economic  forces  been  allowed  to  govern, 
the  price  of  oil  before  the  war  ever  started  would  have  reached  a 
value  whereby  these  stripper  wells  could  have  been  saved,  and  whereby 
those  who  owned  them  would  have  been  able  to  continue  in  business 
without  any  subsidy  whatever.    That  is  the  point  I  want  to  make. 

Here  is  an  industry  now  which  since  the  war  is  producing  a  greater 
amount  of  oil  than  the  consumptive  demand.  Since  January  1  we 
have  added  to  the  storage  about  13,000,000  barrels  of  oil  which  cer- 
tainly is  over  and  in  excess  of  consumptive  demand.  Why  is  there 
any  excuse  whatever  for  continuing  price  controls  in  the  oil  industry 
when  there  is  an  excess  of  production  over  consumptive  demand  and 
over  the  needs  of  the  people  or  the  needs  of  the  Government,  and  of 
everybody  else?  The  time  has  long  passed  when  there  is  any  need 
for  controls.  If  these  price  controls  are  eliminated,  the  price  of  oil 
would  seek  its  true  value,  and  these  conditions  that  are  being  com- 
plained about  would  undoubtedly  be  taken  care  of  in  the  course  of  a 
few  months.     That  is  the  point  I  want  to  bring  to  your  attention. 
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Mr.  Jacobsen.  Mr.  Chairman. 

The  Chaikman.  Mr.  Jacobsen.  » 

Mr.  Jacobsen.  I  want  to  say  that  I  think  you  stated  the  position 
perfectly  and  very  clearly  in  your  last  question  to  Mr.  McClure.  There 
is  no  doubt  whatever  that  the  continued  payment  of  a  subsidy  in  peace- 
time is  the  very  thing  that  you  said  it  was,  a  straight  and  direct  in- 
vitation for  the  Government  to  intervene  in  business. 

Now,  Mr.  McClure,  in  his  paper,  had  three  paragraphs  and  stated 
quite  correctly  that  there  are  different  views  in  the  industry.  The 
third  one  was  the  one  you  quoted,  in  which  the  Stripper  Well  Associa- 
tion has  come  out  definitely  for  a  subsidy. 

The  first  paragraph,  I  think  it  was,  stated  that  there  are  people  in 
the  oil  industry  who  do  not  favor  subsidies,  which  is  also  true.  I  am 
certainly  one  of  those  who  do  not  favor  it. 

I  would  like  to  raise  one  point  in  connection  with  this.  If  you  pay 
a  subsidy  to  stripper  wells,  then  no  matter  where  you  put  a  definition 
or  the  dividing  line  between  stripper  and  nonstripper,  you  get  to  a 
point  where  you  put  a  premium  on  inefficiency  and  where  you  put  a 
premium  on  low  production  instead  of  high  production.  To  take  an 
example,  if  for  a  well  at  a  given  depth  the  difference  between  a  subsidy 
payment  and  no-subsidy  payment  is,  say,  15  barrels  a  day  in  produc- 
tion, if  you  produce  14  barrels  a  day,  you  get  the  price  plus,  say,  50 
cents.  If  you  produce  16  barrels  a  day,  you  only  get  the  price  and  you 
lose  the  50  cents  per  barrel. 

In  the  production  of  wells  you  have  frequently  to  incur  expenses 
in  reworking  a  well  to  bring  the  production  up.  If  you  pay  a  pre- 
mium for  the  well  which  produces  less  than  my  hypothetical  figure 
of  15  barrels,  you  put  a  premium  on  inefficient  methods,  *f or  the  simple 
reason  that  there  is  only  a  certain  quantity  of  oil  left  underground 
that  can  be  drained  out  of  a  certain  well.  If  an  oil  producer  has  a 
well  that  produces  16  barrels  a  day,  and  by  spending  money  he  could 
raise  that  production  to  25  or  30  barrels  a  day,  he  would  be  a  fool  to 
do  so  ii  he  can  get  50  cents  more  by  letting  it  go  down  to  13  or  14 
barrels  a  day.  And  the  premium  which  is  thereby  placed  on  in- 
efficiency and  on  failure  to  operate  properly  is  my  greatest  objection 
to  the  payment  of  subsidies. 

The  Chairman.  Of  course,  the  whole  argument  for  a  subsidy  in 
time  of  war  was  that  it  would  enable  the  inefficient  producer  to  come 
into  the  market  with  a  commodity  which  the  public  needed  for  the 
purpose  of  the  war. 

Mr.  Jacobsen.  Precisely. 

The  Chairman.  So  I  come  back  to  the  question  which  I  addressed 
to  Mr.  McClure  early  in  his  testimony :  What  is  the  social  justifica- 
tion for  a  subsidy  payment  for  stripper-well  production  in  time  of 
peace?  The  only  suggestion  which  has  been  made  to  date  is  that  there 
is  so  much  oil  to  be  left  in  the  ground  that  it  is  in  the  public  interest 
to  pay  a  subsidy  to  get  it  out,  because  otherwise  it  would  be  lost. 

Mr.  Jacobsen.  Yes. 

The  Chairman.  Now,  I  have  no  doubt  that  the  devil's  advocate  here 
on  my  right  might  be  tempted  to  say  in  this  connection  that  if  a 
subsidy  is  not  paid,  then  cheap  foreign  ail  could  come  in  to  supply 
the  public  demand.  I  don't  know  whether  Mr.  Fraser  has  registered 
that  suggestion  or  not.  But  the  argument  would  be  raised  immedi- 
ately if  such  a  program  were  recommended  to  Congress. 
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Mr.  Jacobsen.  Personally,  my  greatest  objection  to  it  is  the  pre- 
mium it  places  on  inefficiency.  Your  analysis  of  it,  I  think,  is  entirely 
correct. 

The  Chairman.  Thank  3^011,  Mr.  Jacobsen. 

Mr.  Dow.  Mr.  Chairman,  you  used  the  words  "inefficient  produc- 
tion," and  I  think  you  meant  high-cost  production. 

The  Chairman.  I  will  accept  that  amendment,  Mr.  Dow. 

Mr.  Jacobsen.  That  could  be  due  either  to  inefficiency  or  to  natural 
high  costs  that  cannot  be  overcome. 

The  Chairman.  That  is  right.  There  are  cases,  for  example,  in 
the  mining  industry  where  we  have  low-grade  ores. 

Mr.  Dow.  That  is  right. 

The  Chairman.  These,  by  the  most  efficient  methods,  cannot  be 
economically  produced  at  a  normal  price  level. 

Mr.  Dow.  That  is  right. 

The  Chairman.  So  that  is  high  cost.    I  accept  that  amendment. 

Mr.  Carper.  Mr.-  Chairman,  may  I  make  a  statement? 

The  Chairman.  Certainly.  Will  you  give  your  name  to  the 
reporter? 

Mr.  Carper.  Mr.  Emory  Carper.  I  should  like  to  cite  a  plant  in 
New  Mexico,  which  we  call  a  repressuring  plant.  This  can  be  verified. 
I  came  to  Washington  with  Mr.  John  Kelly,  a  little  more  than  a  year 
ago.  We  asked  for  a  subsidy  on  a  hardship  clause  because  we  did 
not  produce  enough  oil  to  justify  a  subsidy  otherwise.  We  were  pro- 
ducing more  than  100  barrels  a  day  and  were  working  about  80  wells. 

We  have  $600,000  invested  in  a  plant  in  New  Mexico  for  making 
gasoline  and  butane,  returning  the  residue  gas  to  key  wells  over  the 
field.  We  were  forced  to  come  here  and  ask  for  a  subsidy  because 
we  could  not  meet  the  operating  costs  of  the  plant — ^the  production 
could  not  meet  it,  and  the  only  way  we  could  maintain  the  plant 
under  the  present  price  was  by  a  subsidy.  We  were  finally  granted 
a  l7-cent  subsidy ;  so  the  plant  is  still  running. 

In  the  meantime,  if  we  do  not  get  a  very  substantial  increase  in  the 
price  of  oil  or  a  continued  subsidy  on  it,  the  plant  will  have  to  be 
salvaged,  because  we  owe  $150,000,  and  we  cannot  get  enough  produc- 
tion from  the  plant  to  meet  it ;  that  is,  the  assessment  on  the  produc- 
tion will  not  meet  it.  The  only  way  that  we  could  continue  to  operate 
that  plant  is  through  a  much  better  price  on  oil  or  with  a  subsidy. 

I  used  to  be  opposed  to  subsidies.  I  have  changed  my  mind  some- 
what in  regard  to  that  for  several  reasons.  A  barrel  of  oil  left,in  the 
ground  is  lost  forever,  and  the  tax  is  lost;  and  the  tax  will  pay  the 
subsidy.  I  think  a  permanent  differential  should  be  worked  out  for  a 
tax  on  the  production  of  the  oil  to  maintain  a  permanent  differential 
on  stripper  production.  It  will  be  absolutely  impossible  to  maintain 
that  plant  without  more  money.    That  is  all  I  want  to  say. 

The  Chairman.  Thank  you  very  much,  Mr.  Carper. 

Mr.  McClure.  Mr.  Chairman,  may  I  have  a  word? 

The  Chairman.  Mr.  McClure. 

Mr.  McClure.  In  relation  to  what  has  been  said,  and  correlating 
with  your  recitations  and  indications  of  thought,  there  are  many  in 
our  group  who  concur  in  the  proposition  that  if  the  price  of  oil  were 
adequate — and  when  we  say  "adequate,"  we  do  not  mean  it  is  one  cent 
a  gallon  below  the  cost  of  producing  it,  either 
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The  Chairman.  You  do  not  mean  this  10  cents  a  barrel  which  Mr. 
Hardey  referred  to  yesterday  ? 

Mr.  McCluke.  No  ;  we  do  not  mean  that.  We  say  if  it  costs  4  cents 
a  gallon  to  produce  that,  it  should  sell  for  5  cents.  The  producer  is 
entitled  to  a  penny  on  a  gallon  as  profit  to  explore  for  new  oil  and  to 
pay  the  taxes  and  lay  away  $100  for  his  old  age.  That  is  the  average 
cost,  4  cents  a  gallon,  to  find  that  commodity,  develop  it,  and  pro- 
duce it. 

Many  of  us  cannot  meet  the  average.  Some  beat  the  average.  Many 
of  us  are  ruled  off  the  track  because  we  could  not  meet  the  average. 
We  are  willing  to  take  that  chance.  But  the  price  of  that  commodity 
should  be  the  cost  of  production  on  the  average,  finding,  developing, 
and  producing,  plus  a  reasonable  profit — not  any  magnified  figures. 
When  we  say  "adequate,"  we  are  talking  in  terms  of  5  cents  a  gallon 
as  a  price. 

The  small  operators,  in  my  opinion,  as  long  as  we  have  a  sustained 
adequate  price — not  a  profitable  price  one  week  and  one  below  pro- 
duction the  next  week — are  willing  to  go  along  on  that  basis,  but  they 
have  taken  such  a  beating  that  as  I  understand  the  tenor  of  their 
attitude,  they  are  willing  to  resort  to  any  method  rather  than  to  con- 
tinue to  be  asked  to  produce  without  patriotic  reasons  a  commodity 
that  costs  4  cents  and  sell  it  for  about  3  cents. 

The  Chairman.  Let  me  interrupt  you  there  for  a  minute.  The 
representative  of  OP  A,  who  yesterday  told  me  about  the  increased 
price,  is  on  the  telephone  wanting  to  talk  to  me  now.  I  do  not  know 
what  he  is  going  to  tell  me. 

Mr.  Jacobsen.  Perhaps  he  is  giving  us  the  15  cents,  Mr.  Chairman. 

Mr.  Dow.  Maybe  he  is  taking  the  10  cents  back. 

Mr.  McClure.  I  might  say,  in  conclusion,  that  we  feel  that  the 
Department  of  the  Interior,  with  its  studies  of  public  lands,  is  best 
qualified  to  help  you  answer  that  question  of  whether  or  not  it  is  in 
the  interest  of  social  justice  and  welfare.  And  as  a  concluding  recom- 
mendation, we  would  like  to  ask  you  for  their  views  on  that  subject, 
and  for  you  to  ask  them  for  their  views  on  that  subject. 

The  Chairman.  Mr.  Swanson,  you  will  take  due  notice  of  the  re- 
quest of  the  witness,  I  am  sure. 

Mr,  Fell.  Mr.  Chairman,  I  would  like  to  say  just  one  thing  that 
might  be  helpful  to  you.  We  have  heard  a  lot,  the  oil  producers  have, 
about  this  holding  the  line.  Well,  we  just  do  not  feel  that  on  this  race- 
track we  have  got  up  to  the  line.  Now,  if  we  can  just  get  up  to  the  line 
and  maybe  get  up  even  just  for  the  start  of  the  race,  maybe  the  stripper 
well  operator  could  stay  in  the  race,  but  he  cannot  stay  in  the  race 
when  he  is  kept  yards  and  yards  back  of  the  starting  line  each  time. 

The  Chairman.  The  problem  of  OPA  prices  has  been  under  dis- 
cussion in  the  House  today.  Of  course,  the  bill  to  extend  the  OPA 
is  still  under  consideration  by  the  Congress.  We  are  interested  here 
in  the  long-distance  view,  as  you  know. 

Who  is  your  next  witness,  Mr.  Fell? 

Mr.  Fell.  Mr.  Chairman,  Colonel  Byrd  has  to  meet  with  the  OPA 
tomorrow.  He  says  he  has  just  three  short  pages  that  he  would  like 
to  read,  and  we  are  glad  to  give  way  to  him  for  five  minutes  or  so. 

The  Chairman.  V  ery  well. 

Mr.  McClure,  Thank  you,  gentlemen. 
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The  Chairman.  We  were  glad  to  hear  from  you,  Mr.  McClure. 
Very  well,  Mr.  Byrd,  you  may  proceed. 

STATEMENT  OF  D.  HAROLD  BYRD,  PRESIDENT  OF  THE  INDEPEND- 
ENT PETROLEUM  ASSOCIATION  OF  TEXAS,  DALLAS,  TEX. 

Mr.  Bykd.  I  am  D.  Harold,  Byrd,  Dallas,  Tex.,  president  of  the 
Independent  Petroleum  Association  of  Texas. 

I  represent  a  group  of  independent  dependent  operators.  When  I 
say  dependent,  I  mean  it  literall3^  We  are  dependent  on  the  major 
oil  companies  largely  for  our  subsistence.  They  own  or  control  most 
of  the  United  States  production,  nearly  all  of  imports.  They  own  most 
of  our  pipe  lines  and  transportation  facilities,  including  oil  tankers. 
They  own  88  percent  of  our  oil-refining  capacities,  and  over  80  percent 
of  our  crude  oil  stocks  and  manufactured  products,  including  gasoline, 
kerosene  and  heating  oils. 

In  other  words,  they  control  the  "inlets  and  outlets"  and  thereby 
hangs  the  price  which  we  independents  live  or  die  under,  with  this  one 
added  obstacle,  the  OPA. 

A  fundamental  principle  of  justice  in  America  is  that  each  man 
stands  equally  before  the  law.     Denial  of  equality  is  injustice. 

The  petroleum  industry  endures  such  an  injustice.  According  to 
the  Bureau  of  Labor  Statistics,  United  States  Department  of  Labor, 
the  price  index  for  petroleum  and  petroleum  products  was  59.8  percent 
of  parity  in  December  1941,  at  the  outbreak  of  war.  By  contrast  the 
wholesale  price  index  for  all  commodities  was  93.6  percent  of  parity. 

The  petroleum  price  index  rose  to  61.6  in  December  1945,  the  latest 
statistical  date  for  which  figures  are  available.  By  comparison,  the 
index  for  all  commodities  climbed  to  107.1  percent. 

Time  after  time  during  the  war  the  petroleum  producers  pled  with 
the  agencies  of  their  Government  which  they  thought  had  the  author- 
ity to  correct  this  injustice,  the  Oifice  of  Price  Administration  and 
the  Office  of  Economic  Stabilization. 

The  only  answer  to  this  plea,  other  than  brush-offs  in  varying  de- 
grees of  politeness,  was  the  institution  of  the  stripper  well  subsidy 
plan.  That  the  premium  payments  under  this  plan  failed  to  correct 
the  injustice  to  the  oil  producers  is  shown  by  the  fact  that  the  petro- 
leum index  rose  only  2.8  points  between  December  1941  and  Septem- 
ber 1945,  that  is  from  69.8  percent  of  parity  to  62.6  percent. 

During  this  same  period  the  index  for  all  commodities  rose  11.6 
points  or  from  93.6  percent  of  parity  to  105.2. 

During  the  war  the  crude  oil  producers  responded  to  every  call  for 
oil  regardless  of  the  cost  of  producing  it  and  regardless  of  the  price 
allowed  for  it  because  it  was  our  duty  and  responsibility. 

During  the  war  to  right  injustice  throughout  the  world,  Texas, 
the  largest  oil-producing  State,  produced  more  than  2,300,000,000 
barrels  of  petroleum  liquids.  We  did  it  at  prices  which  made  us  the 
victims  of  injustice  at  the  hands  of  our  own  Government. 

I  charge  that  the  refusal  of  the  Government  to  permit  the  price  of 
oil  to  come  up  to  the  same  index  level  with  other  commodities  was  an 
injustice.  This  injustice  will  not  be  righted  until  the  price  for 
petroleum  is  brought  up  to  parity. 
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If  all  commodities  can  rise  to  107.1  percent  of  parity  under  Gov- 
ernment controls  and  not  create  a  state  of  inflation,  then  by  what 
logic  can  it  be  proved  that  permitting  petroleum  to  come  up  to  the 
same  level  will  plunge  this  country  into  inflation  ? 

The  independent  crude  oil  producers  have  endured  the  price  in- 
justice so  long  that  they  have  about  reached  the  determination  to  keep 
their  oil  underground  until  the  price  of  oil  is  brought  up  to  the  same 
index  level  with  other  commodities. 

The  Chairman.  For  the  record,  Colonel  Byrd,  may  I  ask  you  on 
what  basis  the  parity  price  for  crude  oil  is  determined  ? 

Mr.  Btrd.  1926. 

Mr.  Franklin.  All  prices  on  that  commodity  index  are  the  1926 
prices. 

The  Chairman.  They  are  on  the  basis  of  the  prices  in  1926  ? 

Mr.  Franklin.  That  is  the  same  basis  as  all  other  commodities. 

Mr.  Fell.  All  their  prices  are  based  on  1926. 

The  Chairman.  The  agricultural  parity  is  on  the  base  period  of 
1910  to  1914. 

Mr.  Fell.  That  is  right;  but  the  others  are  on  1926. 

The  Chairman.  The  year  1926  alone? 

Mr.  Fell.  Yes,  sir. 

Senator  Mooke.  What  was  the  price  of  oil  then  ? 

Mr.  Fell.  The  price  for  oil  in  1926  was  about  $1.85. 

The  Chairman.  You  may  proceed. 

Mr.  Byrd.  The  OPA  price  increase  of  10  cents  per  barrel — ^not 
gallon — announced  yesterday  is  a  step  in  the  right  direction  and  while 
this  boost  helps,  it  is  not  enough.  On  the  basis  of  parity  with  other 
commodities  the  crude  advance  should  have  been  between  50  and  60 
cents  per  barrel,  maybe  they  intend  to  advance  it  gradually,  but  after  5 
long  years  of  watchful  waiting  we  smaller  producers  who  do  not  have 
integrated  companies  to  make  up  our  losses  will  feel  that  the  delay 
has  already  been  gradual  enough. 

It  is  most  heartening  to  most  of  us  independents  to  note  that  your 
committee  has  recommended  the  sale  or  use  of  the  Big  and  Little  Inch 
pipe  lines  from  Texas  to  the  east  coast.  If  we  independents  get  these 
pipe  lines,  it  is  my  firm  conviction  that  a  multitude  of  errors  can  be 
corrected. 

The  Chairman.  May  I  interrupt  j^ou  there  to  say  that  the  committee 
has  made  no  recommendations. 

Mr.  Byrd.  Didn't  you  recommend  to  Congress  that  they  either  sell 
or  use  those  lines  instead  of  letting  them  lay  idle  ? 

The  Chairman.  No,  the  committee  has  made  no  recommendations 
as  yet.  AH  the  committee  did — and  this  was  the  Surplus  Property 
Subcommittee  of  the  Committee  on  Military  Affairs — was  to  recom- 
mend an  extension  of  time  within  which  the  Surplus  Property  Ad- 
ministration should  not  be  permitted  to  act  upon  its  recommendation. 
That  resolution  the  Senate  approved.  The  House  has  not  acted 
upon  it. 

But  the  Surplus  Property  Subcommittee,  has  taken  no  action; 
neither  has  the  Petroleum  Resources  Committee  taken  any  action  upon 
that  issue. 
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Mr.  Bted.  That  recommendation,  as  made  to  Congress,  having  been 
on  the  desk  for  30  days,  doesn't  that  represent  an  approval? 

The  Chairman.  When  the  Surpkis  Property  Administrator  files 
with  the  Congress  an  outline  of  his  plan  to  dispose  of  certain  types 
of  surplus  property  costing  above  a  given  sum,  he  may  not  dispose 
of  that  property  or  act  under  that  recommendation  until  the  time 
specified  in  the  law  has  expired — that  is  30  days — or  such  longer  period 
as  Congress  may  legislate. 

We  did  grant  an  extension  with  respect  to  one  subject.  With  re- 
spect to  the  pipe  lines,  the  Senate  voted  for  an  additional  extension, 
but  it  has  not  been  granted  by  the  House  as  yet,  and  the  Surplus 
Property  Administrator  has  not  taken  any  action. 

Later  on,  it  will  be  the  purpose  of  the  committee  to  hear  some 
additional  testimony,  because  so  many  requests  have  been  made. 

Mr.  Byrd,  That  is  the  meeting  you  will  have  next  week? 

The  Chairman.  No,  that  is  not  the  meeting  to  be  held  next  week. 
The  meeting  to  be  held  next  week  is  the  meeting  to  hear  witnesses 
who  came  for  this  hearing  for  the  independent  companies  whom  we 
shall  not  be  able  to  hear  before  tomorrow  night.  And  whether  or 
not  we  have  such  a  meeting  will  depend  upon  our  success  in  finishing 
that  testimony  tomorrow. 

Mr.  Majewski.  Mr.  Chairman,  may  I  ask  Colonel  Byrd  a  question  ? 

The  Chairman.  Yes,  sir. 

Mr.  Majewski.  When  the  proposed  hearings  on  the  Big  Inch  and 
Little  Big  Inch  pipe  lines  are  held  I  hope  you  bring  in  concrete  exam- 
ples how  the  independent  is  going  to  be  helped  by  your  taking  over 
those  pipe  lines.  I  would  like  to  suggest  that  you  find  the  input  for 
those  lines  and  also  a  market  for  what  comes  out  at  the  other  end, 
particularly  in  case  you  bring  it  out  in  the  middle  of  the  United  States 
where  we  already  have  ample  pipe-line  facilities  to  take  care  of 
demands. 

Mr.  Byrd.  For  your  information,  I  could  bring  it  out  right  now. 

Mr.  Majewski.  Please  do,  if  the  Chairman  will  permit  it. 

The  Chairman.  This  is  not  the  time,  Mr.  Majewski. 

Mr.  Majewski.  Very  well. 

Mr.  Fell.  We  have  another  short  paper,  Mr.  Chairman. 

The  Chairman.  We  are  ready  and  anxious  to  hear  it. 

Mr.  Fell.  Mr.  Bell  will  now  discuss  taxes  as  they  affect  the  inde- 
pendent oil  producers. 

The  Chairman.  I  may  say,  before  Mr.  Bell  begins,  that  the  plea 
which  was  made  on  behalf  of  the  producing  segment  of  the  oil  in- 
dustry for  at  least  the  parity  price  of  oil,  to  me  sounded  very  per- 
suasive. 

Mr.  Fell.  I  appreciate  that,  Mr.  Chairman.  We  were  hoping  we 
might  make  some  progress  on  that. 

The  Chairman.  To  go  back  to  Mr.  McClure's  statement  for  a  mo- 
ment: Mr.  McClure,  did  you  want  these  various  exhibits  in  the 
record  ? 

Mr.  Fell.  Yes,  he  wants  those  in  the  record. 

The  Chairman.  The  reporter  has  those  exhibits,  and  they  will  be 
in  the  record.    [Supra,  pp.  116-135.] 
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STATEMENT  OF  CHAELES  R.  BELL,  CEETIFIED  PUBLIC  ACCOUNT- 
ANT, AND  COMPTEOLLER  OF  KEEE-McGEE  OIL  INDUSTEIES,  INC., 
OKLAHOMA  CITY,  OKLA. 

Mr.  Bell.  Mr.  Chairman  and  gentlemen  of  the  committee,  my 
name  is  Charles  R.  Bell  of  Oklahoma  City,  Okla.  I  am  a  certified 
public  accountant,  and  comptroller  of  Kerr-McGee  Oil  Industries, 
Inc.,  and  its  subsidiary  companies,  located  at  Oklahoma  City,  Okla. 

I  appear  before  your  committee  for  the  purpose  of  acquainting 
you  with  the  important  effect  that  Federal  taxes  based  on  income  have 
on  the  operations  of  the  independent  producers  of  crude  oil  and  nat- 
ural gas.  For  taxable  years  beginning  after  December  31,  1945, 
these  taxes  are  normal  income  tax  and  surtax,  both  corporate  and 
individual. 

I  shall  not  review  the  multitude  of  other  tax  levies  laid  upon  the 
industry,  its  properties,  products,  and  movements.  Suffice  it  is  to 
say  that  the  moneys  collected  by  such  levies  constitute  a  substantial 
contribution  toward  the.  defrayment  of  governmental  expenses. 

At  the  outset  I  wish  to  emphasize  that  the  petroleum  industry, 
m  common  with  other  businesses,  feels  that  one  of  the  greatest  needs 
is  for  a  consistent  congressional  tax  policy ;  a  tax  policy  which  recog- 
nizes and  makes  provisions  for  the  risks,  hazards,  and  peculiarities 
inherent  in  each  field  of  private  endeavor;  a  tax  policy  sufficiently 
broad  in  application  to  provide  incentive  commensurate  with  the  risks 
involved.  Such  a  policy  will  produce  the  best  results  from  a  national 
standpoint,  because  it  will  stimulate  the  investment  of  funds  necessary 
to  create  more  and  better  jobs  through  the  media  of  new  enterprises 
jiud  the  continued  operation  and  expansion  of  existing  businesses. 

I  am  going  to  review  some  of  the  peculiarities  of  the  oil-producing 
business  and  some  of  the  risks  and  hazards  which  confront  the  in- 
dependent oil  producer  in  the  daily  conduct  of  his  business.  I  shall 
then  explain  the  nature,  history,  and  purpose  of  the  two  most  dis- 
cussed income-tax  provisions,  in  connection  with  the  exploration  for 
and  the  production  of  oil  and  gas,  and  then  tell  you  why  those  provi- 
sions should  be  retained. 

Oil  and  gas  are  exhaustible  natural  resources.  The  quantity  of 
oil  or  gas  in  a  given  natural  reservoir  is  limited  and  the  amount 
which  may  be  extracted  depends  not  only  upon  the  size  of  the  struc- 
ture but  more  so  upon  the  thickness  and  other  physicial  characteris- 
tics of  the  productive  formation.  Many  structures  contain  no  oil 
and  many  others  do  not  contain  sufficient  oil  to  be  produced  in  com- 
mercial quantities.  The  presence  of  oil  and  the  condition  of  the 
productive  formations  cannot  be  determined  except  by  costly  drilling. 
Everybody  knows  that  the  producers  of  oil  and_  gas,  in  order  to 
remain  in  the  business,  must  be  constantly  searching  for  new  dis- 
coveries. Those  of  the  independents  who  can  afford  to  do  so,  and 
there  are  many  among  us  who  cannot  afford  it,  employ  a  staff  of 
highly  trained  geologists  and  geophysicists,  who,  with  the  aid  of 
expensive  scientific  instruments,  are  engaged  in  continuous  search 
for  areas  which  offer  possibilities  for  oil  or  gas  production.  _  In  the 
case  of  the  smaller  independents  who  cannot  afford  to  maintain  a 
staff  of  technicians  or  obtain  the  services  of  consultants  to  conduct 
scientific  exploration  work,  the  hazards  attendant  to  the  acquisition 


THE   INDEPENDENT  PETROLEUM   COMPANY  145 

of  leases  and  the  drilling  of  test  wells  are  perhaps  greater  than  those 
of  the  larger  independents.  Without  the  aid  ot  such  technical  serv- 
ices, these  independents  must  rely  upon  their  resourcefulness  and  in- 
genuity to  obtain  a  part  in  the  "plays." 

In  addition  to  the  exploratory  costs,  the  operator  must  obtain  leases 
and  pay  delay  rentals  on  as  much  land  as  his  resources  and  scope  of 
operations  permit,  in  order  to  have  available  possible  productive 
acreage  when  needed. 

The  operator  knows  from  experience  that  his  exploratory  crews 
may  work  months  without  locating  a  structure  tliought  to  have  possi- 
bilities of  production.  He  knows  too,  that  subsequent  and  more  exten- 
sive exploration  will,  in  many  instances,  indicate  the  desirability  of 
abandoning  the  area  without  drilling.  In  other  areas,  test  wells  will 
be  drilled,  most  of  which  will  be  dry. 

Even  after  a  productive  area  is  discovered,  the  hazard  still  remains 
with  respect  to  its  development.  iVfter  the  operator  has  completed 
a  commercially  productive  well,  he  cannot  stop  to  catch  his  financial 
breath,  but  must  drill  additional  wells.  The  additional  wells  are 
required  to  be  drilled  because : 

(1)  The  expressed  or  implied  covenants  of  the  usual  form  of  oil 
and  gas  lease  require  the  operator  to  continue  to  develop  the  prop- 
erties in  such  manner  as  will  safeguard  the  interests  of  the  farmer  or 
other  royalty  owners ; 

(2)  Usually  other  operators  will  drill  wells  on  adjoining  proper- 
ties. Since  oil  or  gas  will  migrate  toward  the  nearest  well,  the  opera- 
tor, in  order  to  safeguard  his  investment  in  the  property  and  the  inter- 
ests of  the  farmer  or  other  royalty  owners,  must  drill  additional  wells 
to  offset  those  drilled  on  adjoining  properties;  and 

(3)  Sound  conservation  practices  dictate  that  additional  wells  must 
be  drilled  to  define  the  limits  of  the  productive  area.  Being  drilled 
for  this  purpose,  some  will  be  dry  and  others  will  be  incapable  of  suffi- 
cient production  to  repay  their  costs. 

The  producer's  hazards  do  not  end  upon  the  completion  of  a  com- 
mercially productive  well.  Maintenance  of  production  and  prevention 
of  waste  present  additional  problems.  Usually,  the  natural  forces 
which  act  as  aids  to  production  are  exhausted  before  all  of  the  recov- 
erable oil  has  been  produced.  At  this  stage,  the  operator  must  aban- 
don the  property  or  invest  additional  funds  for  pumping  equipment 
or  repressuring  installations.  Unless  the  operator  has  sufficient  in- 
centives to  employ  these  methods,  much  of  the  recoverable  oil  will  be 
lost. 

Your  committee  is  primarily  concerned  with  the  Nation's  petroleum 
resources.  The  point  I  seek  to  make  is  that  the  Nation's  present  re- 
serves, discovered  and  undiscovered,  are  all  we  have,  and  that  these 
reserves  will  suffer  if  early  abandonment  of  producing  properties 
occurs.  To  assure  maximum  recovery,  the  present  incentive  provi- 
sions of  the  income  tax  law  and  regulations  must  be  retained  and 
reasonable  assurance  given  that  there  shall  be  a  consistent  congres- 
sional tax  policy  fairly  and  consistently  administered. 

I  have  shown  that  the  oil  producer's  risks  and  hazards  fall  into 
two  broad  classifications :  First,  those  respecting  the  exploration  for 
and  development  of  a  producing  property,  and  second,  those  respect- 
ing maximum  recovery  of  the  underlying  reserves.     Congress  has 
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recognized  these  hazards  and  the  special  conditions  and  peculiarities 
inherent  in  the  oil-producing  business.  Through  approval  of  the 
Treasury  regulations  and  by  specific  legislation,  Congress  has  en- 
couraged oil  producers  to  risk  and  re-risk  their  funds  in  oil  and  gas 
ventures.  This  has  been  accomplished  by  means  of  the  provisions 
relating  to  intangible  drilling  and  development  costs  and  to  percentage 
depletion. 

The  regulation  permitting  the  deduction  of  intangible  drilling  costs 
at  the  taxpayer's  option,  following  initial  development,  was  first 
issued  in  T.  D.  2447,  on  February  8, 1917.  In  continuance  of  that  prin- 
ciple, one  of  the  regulations  promulgated  under  the  1918  Act,  provided 
that  oil  or  gas  producers  might  adopt,  by  a  binding  election,  either  a 
consistent  policy  of  treating  intangible  drilling  and  development 
costs  as  current  expense,  or  a  policy  of  treating  such  costs  as  capital 
expenditures  to  be  recovered  as  the  oil  is  produced.  This  election 
applies  to  all  the  taxpayer's  operations  and,  once  made,  is  binding 
from  then  on.  Since  then,  the  fundamental  features  of  that  regula- 
tion have  remained  in  continuous  effect.  Such  changes  as  have  been 
made  were  chiefly  for  the  purpose  of  clarification,  or  for  granting  a 
new  election  under  certain  circumstances.  During  these  almost  30 
years,  the  income  tax  provisions  of  the  revenue  laws  have  been  sub- 
jected to  review,  substantial  revision  and  reenactment  at  least  11 
times  (Eevenue  Acts  of  1918,  1921,  1924,  1926,  1928,  1932,  1934,  1936, 
1940,  1942,  and  1943).  In  each  instance,  the  Congress  has  wisely 
refrained  from  and  on  occasion,  expressly  refused  (1942)  to  pass  leg- 
islation to  modify  or  eliminate  this  regulation.  Furthermore,  Con- 
gress specifically  recognized  it  in  enacting  the  excess  profits  tax 
provisions  in  1942  [Section  711  (b)  (1)  (I)  I.  E.  C.]. 

Because  of  the  foregoing  history  and  background  of  the  regulation, 
the  producers  of  oil  and  gas  have  come  to  rely  upon  it  as  an  integral 
part  of  the  income  tax  law.  This  soundly  established  provision  has 
been,  and  will  continue  to  be,  an  important  factor  in  encouraging 
risk  money  in  sufficient  amounts  for  the  independents  to  continue 
their  exploratory  and  development  efforts  for  the  production  of  oil, 
and  for  the  continuance  of  marginal  production. 

An  illustration  of  how  sensitive  the  industry  is  to  the  laws  and 
rules  which  have  governed  it  during  the  development  of  its  economic 
existence,  is  the  upset  caused  last  year  by  a  decision  of  the  United 
States  Circuit  Court  of  Appeals  for  the  Fifth  Circuit,  which  attacked 
the  validity  of  the  intangible  development  cost  regulation.  The  es- 
tablished method  of  determining  taxable  income  is  so  woven  into  the 
industry's  economic  fabric  that  had  the  regulation  actually  been 
declared  invalid,  the  independent  operators  would  have  been  forced 
to  drastically  curtail  their  exploration  and  development  activities. 
Many  would  have  been  forced  to  abandon  such  programs.  Congress 
immediately  recognized  the  disastrous  effect  of  uncertainty  in  this 
regard,  and  by  concurrent  resolution  gave  emphatic  expression  of  its 
opinion  recognizing  the  validity  of  the  regulation.  As  a  result  oil 
producers,  who  had  in  the  interim  stopped  or  curtailed  their  drilling, 
thereupon  resumed  full  scale  operation. 

Mr.  Fraser.  What  happened  in  that  case  ?  There  was  a  rehearing, 
was  there  not  ? 

Mr.  Bell.  The  motion  for  rehearing  was  denied.  However,  the 
Court  reviewed  its  earlier  decision  and  expressed  itself  as  having 
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erroneously  ruled  on  the  validity  of  the  regulation  since  that  was  not 
a  point  brought  to  bar  before  it. 

Mr.  Fraser.  And  that  was  the  end  of  the  case  ? 

Mr.  Bell.  That  was  the  end  of  the  case. 

The  Chairman.  Have  the  lawyers  of  the  industry  accepted  the 
concurrent  resolution  as  an  effective  reestablishment  of  the  old  prin- 
ciple ? 

Mr.  Bell.  Yes,  I  think  as  far  as  current  matters  stand  they  have. 
I  have  heard  it  expressed  that  with  respect  to  prior  years,  it  would 
seem  that  it  is  a  proper  function  of  the  Supreme  Court  to  decide 
whether  the  concurrent  resolution  expresses  the  intent  of  prior  Con- 
gresses. But  I  think  generally  the  industry  feels  that  the  concurrent 
resolution  has  effectively  served  its  purpose. 

Mr.  Fraser,  The  Court  has  not  ruled  in  favor  of  the  validity  of 
the  regulation,  has  it? 

Mr.  Bell.  It  did  not  rule  on  that  point.  It  first  ruled  on  the  point 
holding  the  regulation  invalid.  Then,  it  changed  its  opinion  to  the 
extent  that  it  ruled  on  the  issues  brought  to  it  from  the  Tax  Court 
without  considering  the  validity  of  the  regulation. 

Mr.  Fraser.  It  did  not  reach  that  point  ? 

Mr.  Bell.  No.     [Eesuming:] 

The  second  of  these  essential  provisions  in  connection  with  the 
production  of  oil  and  gas  is  that  under  which  the  owners  of  oil 
and  gas  rights  compute  depletion  allowances  based  on  a  percentage 
of  production  receipts.  This  deduction,  which  is  the  lesser  of  27^7^ 
percent  of  gross  income  or  50  percent  of  net  income,  is  determined  by 
reference  to  the  annual  operating  results  of  each  property.  The  prin- 
ciple on  which  this  deduction  is  based  was  established  in  the  Kevenue 
Act  of  1918,  in  the  form  of  discovery  value  depletion.  In  original 
form,  the  depletion  provision  provided  for  a  deduction  sufficient 
to  recover  not  the  operator's  cost  of  the  discovery  property,  but  its 
value  within  30  days  after  discovery.  Congress  thus  recognized  the 
fundamental  principle  that  the  determination  of  an  adequate  depletion 
allowance  must  have  a  broader  foundation  than  the  concept  of  recov- 
ering the  historical  cost  of  the  discovery  property.  This  realistic 
provision  and  its  successor  provision  have  effectively  provided  the 
incentive  to  retain  current  funds  to  plow  back  into  the  exploration 
for  and  the  development  of  the  Nation's  petroleum  reserves. 

In  order  to  simplify  the  calculations  and  to  remove  the  cause  of 
profuse  controversies  incident  to  the  determination  of  discovery  value, 
Congress,  in  1926,  eliminated  the  discovery  value  provision,  and,  in 
lieu  thereof,  enacted  the  present  percentage  depletion  provision.  This 
substitution  of  methods  of  calculation  did  not  in  any  way  change 
the  fundamental  policy  evidenced  by  the  discovery  depletion  pro- 
vision. This  change  enabled  producers,  at  any  given  time,  to  make  a 
more  accurate  determination  of  just  how  much  risk  money  was  cur- 
rently available  for  exploratory  and  development  ventures  without 
having  to  await  the  settlement  of  controversies  regarding  discovery 
values. 

Obviously  as  new  pools  are  discovered,  the  number  of  undiscovered 
pools  is  correspondingly  reduced.  Because  of  this,  the  producer's 
hazards  and  costs  will  necessarily  increase.  Notwithstanding  added 
risks  and  increased  costs,  the  independent  producers,  in  common  with 
other  members  of  the  industry,  are  pledged  to  greater  effort  to  replace 


148  THE   INDEPENDENT   PETROLEUM   COMPANY 

and,  if  possible,  increase  by  new  discoveries,  the  Nation's  accessible 
reserves  which  were  so  seriously  depleted  by  the  greater-than-normal 
draft  of  vrartime  requirements.  We  believe  that  Congress,  having 
adopted  or  approved  both  the  intangible  development  cost  and  per- 
centage depletion  provisions  as  a  long-range  policy,  will  be  the  first 
to  realize  that  their  continuance  is  essential  to  the  Nation's  postwar 
petroleum  program. 

Before  leaving  the  discussion  of  these  two  important  provisions,  I 
wish  to  remind  you  that  the  intangible  development  cost  provision 
had  been  in  the  Commissioner's  regulations  for  8  years  before 
Congress  adopted  the  percentage  depletion  provision.  It  is  thus  clear 
that  Congress  intended  that  both  types  of  deductions  remain  in  effect, 
complementary  to  each  other.  This  fact  refutes  the  suggestion  some- 
times made  that  these  provisions  permit  a  greater  aggregate  deduction 
than  Congress  intended. 

We  now  come  to  a  discussion  of  a  few  administrative  practices  and 
statutory  provisions,  the  correction,  or  amendment  of  which,  we  feel 
is  desirable.  We  are  not  here  talking  about  special  features  or  provi- 
sions, but  about  matters  which  affect  every  kind  of  taxpaying  enter- 
prise. The  obstacles  and  inequities  to  which  I  shall  refer  can  be 
removed  without  serious  impairment  of  the  national  revenues.  This 
can  be  accomplished  by  simple  legislative  changes  designed  to  sta- 
bilize the  rules  affecting  income  and  the  timing  of  deductions,  and  by 
which  administrative  practices  would  be  redirected  into  their  proper 
channels. 

Many  independent  operators  have  from  two  to  five  or  more  un- 
settled tax  years.  The  period  during  which  the  assessment  of  addi- 
tional tax  may  be  made  has,  in  numerous  cases,  been  extended  for 
the  convenience  of  the  Government.  That  these  taxpayers  may  be 
confronted  with  continued  and  prolonged  risk  of  being  penalized 
because  of  adverse  decisions  or  unf  avoraljle  changes  in  administrative 
practices  is  not  only  grossly  unfair,  but,  in  a  broader  sense,  this  un- 
certainty retards  the  normal  growth  and  expansion  of  an  industry  so 
vital  to  the  business  good  health  of  postwar  America. 

Under  our  system  of  voluntary  income  tax  reporting,  followed  by 
administrative  audit  and  adjustment,  the  degree  of  uncertainty  and 
extent  of  delay  can  grow  until  they  become  an  insufferable  burden  on 
business  enterprise,  unless  occasionally  checked.  Absolute  certainty 
on  all  points  in  computing  taxable  income  is,  of  course,  impossible,  but 
the  fundamental  aim  ought  to  be  at  certainty  and  finality  so  that 
taxpayers  may  know  that  if  their  tax  liabilities  have  been  computed  in 
accordance  with  industry  practices  and  accepted  accounting  prin- 
ciples, consistently  applied,  their  tax  computations  are  not  going 
to  be  substantially  altered  several  years  later  upon  Government  audit. 

Every  businessman  knows  that  tax  administration  has  drifted  fur- 
ther and  further  from  its  intended  course  during  recent  years.  We 
smaller  organizations,  in  estimating  tax  costs  in  our  business  planning, 
must  allow  for  margins  of  error  amounting  to  many  thousands  of  dol- 
lars. Much  of  the  uncertainty  stems  from  differences  between  the  tax- 
payer's and  the  Commissioner's  opinion  with  respect  to  the  timing  of 
deductions.  The  existing  situation  has  developed  through  an  increas- 
ing administrative  tendency  to  take  advantage  of  the  statutory 
provisions  making  "the  opinion  of  the  Commissioner"  the  deciding 
factor  in  questions  of  accounting  practice,  and,  in  general,  to  put  the 
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burden  on  the  taxpayer  to  show  that  any  claimed  deduction  is  clearly 
allowable  under  the  most  narrow  interpretation  of  the  legal  language. 
Such  a  policy  naturally  breeds  litigation  and  litigation  leads  to  wholly 
unexpected  decisions  which  are  often  applied  retroactively. 

The  following  example  will  clearly  illustrate  what  can  happen 
under  an  unstable  tax  policy  growing  out  of  the  overextension  of 
administrative  discretion.  The  petroleum  industry,  over  a  period  of 
30  or  more  years,  has  generally  followed  the  practice  of  treating 
geological  and  geophysical  costs  as  current  expenses.  Prior  to  1942, 
the  Bureau  of  Internal  Revenue  had  consistently  allowed  such  costs 
as  deductions  in  the  year  incurred.  Notwithstanding  this  long  ac- 
cepted treatment,  and  despite  the  opposition  of  some  of  its  most  com- 
petent field  personnel,  the  Bureau  of  Internal  E-evenue,  in  IDiS,  ini- 
tiated the  policy  of  disallowing  a  substantial  portion  of  such  deduc- 
tions. In  its  instructions  to  field  personnel,  it  was  stated,  in  effect, 
that  exploi-ation  expense  incurred  to  determine  whether  properties  be 
acquired  or  rejected,  and  which  results  in  the  acquisition  of  leases, 
must  be  capitalized.  It  was  further  stated  that  exploratioii  expenses 
incurred  on  existing  leases  to  determine  whether  to  hold  or  drop  those 
leases  and  which  leads  to  the  retention  of  part  or  all  of  the  leases 
nmst  be  capitalized.  Unexpected  and  inconsistent  rulings  such  as  this 
are  not  uncommon,  and  are  applied  retroactively  to  all  unsettled  tax 
years. 

I  want  to  point  out  that  the  Bureau  saw  fit  to  initiate  this  policy 
even  though  its  justification  from  a  practical  business  standpoint  is 
none  .too  clear.  There  is  a  lot  of  difference  between  spending  money 
for  a  permanent  improvement  such  as  a  building  and  spending  money 
for  geological  and  geophysical  information.  We  in  the  oil  producing 
business  are  continually  engaged  in  a  search  for  new  oil  reserves.  We 
Imow  from  experience  that  most  of  the  geological  and  geophysical 
information  which  we  obtain  will  be  negative.  We  know  that  much 
of  the  territory  explored  will  not  be  leased,  and  that  most  of  the  land 
leased  will  be  dropped  as  not  worth  testing.  In  view  of  this,  we  main- 
tain that  exploration  is  an  ordinary  and  necessary  expense  of  doing 
business  and  that  such  expense  should  be  allowed  as  a  deduction  in 
the  year  incurred. 

The  Chairman.  Will  you  return  to  the  first  sentence  of  that  para- 
graph, Mr.  Bell  ? 

Mr.  Bell.  The  last  paragraph,  sir? 

The  Chaikman.  I  am  referring  to  the  point  where  you  say  that  "the 
Bureau  saw  fit  to  initiate  this  policy."  To  which  policy  were  you 
making  reference  ? 

Mr.  Bell,  The  policy  referred  to  in  the  paragraph  above  with 
respect  to  requiring  the  capitalization  of  a  substantial  portion  of 
geological  and  geophysical  expenses. 

The  CHAiR:\rAN.  That  is  the  change  of  policy  ? 

Mr.  Bell.  That  is  right. 

The  Chairman.  For  how  long  a  period  prior  to  1942  was  the  de- 
duction as  a  current  expense  allowed  ? 

Mr.  Bell.  It  had  been  allowed  since  the  Revenue  Act  of  1913. 

The  Chairman,  So  that  j'our  position  is  that  an  administrative 
decision  changing  a  practice  of  such  long  duration  should  not  be 
permitted  because  it  probably  amounts  almost  to  a  legislative  de- 
cision ? 
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Mr.  Bell.  That  is  correct,  and  my  further  point  was  that  a  con- 
sistent policy  of  that  kind  employed  by  the  industry  and  accepted 
to  be  sound,  accounting-wise,  and  which  was  followed  consistently, 
should  not  be  altered  by  whim  of  the  Commissioner,  that  if  there  were 
to  be  a  change  in  a  policy  of  that  kind,  it  should  be  the  function  of 
Congress  to  do  so. 

The  Chairman.  Thank  you,  sir. 

Mr.  Bell.   (Resuming:) 

In  conclusion,  I  would  like  to  emphasize  that  the  oil  and  gas  pro- 
ducers fully  expect  to  continue  to  carry  their  fair  share  of  the  burden 
of  taxation.  They  anticipate  the  need  for  relatively  high  postwar 
taxes.  They  are  pledged  to  meet  the  needs  of  our  postwar  economy 
just  as  wholeheartedly  as  they  responded  to  the  needs  and  requirements 
of  the  war  economy. 

I  would  like  also  to  reemphasize  that  tax  based  on  income  is  one  of 
the  substantial  cost  factors  in  the  producer's  exploration  and  develop- 
ment activities.  This  will  continue  to  be  true.  The  producers,  in 
order  to  carry  on  their  exploration  and  development  activities  on  a 
scale  sufficient  to  insure  a  back-log  of  accessible  petroleum  reserves, 
adequate  to  meet  the  needs  of  industry,  and  those  of  our  people,  with 
ample  reserves  to  insure  national  security  must  be  assured  of  a  reason- 
able tax  policy,  consistently  administered. 

Such  a  policy  must  continue  to  recognize  the  risks,  hazards  and 
peculiarities  inherent  in  the  business  of  producing  oil  and  gas.  ^  It 
must  provide  an  incentive  for  new  risk  money,  and  for  the  rerisking 
of  the  producer's  money,  this  by  the  continuance  of  the  percentage 
depletion  provision  and  by  providing  a  clear-cut  foundation  for  the 
deductions  of  intangible  development  costs  and  exploration  expense. 

Lastly,  I  wish  to  reemphasize  that  one  of  the  important  needs  of 
all  businessmen  is  for  the  stabilization  and  simplification  of  income- 
tax  law  and  administrative  procedure,  the  aim  being  at  certainty  and 
finality  so  that  all  of  us  can  make  long-range  plans  without  being 
unduly  hampered  by  uncertainties  with  respect  to  our  tax  liabilities 
of  prior  years. 

The  Chairman.  Do  you  care  to  make  any  amplification  of  your 
suggestion  that  we  should  have  "a  clear-cut  foundation  for  the  deduc- 
tions of  intangible  development  costs  and  exploration  expense"? 

Mr.  Bell.  Yes.  Since  the  validity  of  the  Commissioner's  regula- 
tion has  been  attacked,  we  feel  that  the  Congress  ought  to  write  into 
the  Internal  Revenue  Code  a  specific  provision  permitting  deduc- 
tion or  capitalization^  at  the  taxpayer's  option. 

The  Chairman.  You  referred  in  your  statement  to  certain  obstacles 
and  inequities  and  you  said,  "This  can  be  accomplished  by  simple  leg- 
islative changes  designed  to  stabilize  the  rules  affecting  income  and 
the  timing  of  deductions,  and  by  which  administrative  practices  would 
be  redirected  into  their  proper  channels." 

You  gave  us,  as  an  illustration,  an  example  of  the  administrative 
practice  referred  to — that  procedure  in  1942. 

Mr.  Bell.  That  is  right. 

The  Chairman.  Have  you  anything  further  to  recommend  about 
these  legislative  changes? 

Mr.  Bell.  The  legislative  changes  to  which  I  had  specific  refer- 
ence here  are  those  which  would  more  clearly  define  and  perhaps 
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curtail  somewhat  the  Commissioner's  power  to  dictate  accounting 
practices.     That  is  where  much  of  our  difficulty  arises. 

The  Chairman.  I  suppose  that  was  written  into  the  law  because  of 
the  difficulty  in  drafting  in  standard  language  the  examples  which 
ought  to  guide  the  Commissioner. 

Mr.  Bell.  I  think  that  is  true.  I  think  much  latitude  must  be 
given  to  him  in  many  respects.  Wliat  I  am  really  getting  to  is  that 
accepted  accounting  and  industry  practices  ought  to  be  more  con- 
trolling. 

The  Chairman.  Are  there  any  questions  ? 

Senator  Moore.  No  questions. 

Mr.  Fraser.  Of  course,  some  of  those  things  could  never  be  rem- 
edied by  law.  It  is  really  a  matter  of  personnel  and  of  the  friend- 
liness and  fairness  of  the  Government  official. 

Mr.  Bell.  That  is  right.  Much  can  be  done  through  Bureau  un- 
derstanding and  an  attitude  of  fairness  toward  our  business  generally. 

The  Chairman.  Mr.  Fell,  this  concludes  the  presentation  for  this 
afternoon,  I  imagine? 

Mr.  Fell.  We  have  just  four  more  witnesses  tomorrow,  and  I  have 
in  mind  that  I  will  be  the  last  one.  But  I  will  probably  file  my  state- 
ment and  just  speak  extemporaneously,  and  then  give  you  the  con- 
clusion. 

The  Chairman.  That  means  tomorrow  we  are  to  hear  Mr.  Becker, 
Mr.  Franklin,  and  Mr.  Dow. 

Mr,  Fell.  Yes;  that  is  what  I  was  hoping,  and  then  I  will  finish 
up  in  a  short  period  later  in  the  afternoon. 

The  Chairman.  Mr.  Majewski,  you  wanted  to  be  heard  about  this 
pipe  line  affair  ? 

Mr.  Majewski.  I  would  like  to,  when  you  set  a  date  in  the  future. 

The  Chairman.  Did  you  want  to  be  heard  at  this  session  ? 

Mr.  Majewski.  No.  The  only  reason  I  am  here  now  is  in  case 
someone  wants  to  segregate  earnings  or  divorce  the  marketing  end 
from  the  oil  business;  in  that  event  I  will  have  something  to  say. 
Otherwise,  I  will  be  silent  and  just  interpose  a  question  every  now  and 
then,  if  I  might. 

The  Chairman.  I  see.  I  take  it,  then,  that  you  are  the  marketing 
expert  ? 

Mr.  I^Iajewski.  So  my  friends  say.  I  have  been  at  it  for  37  years, 
and  have  a  lot  to  learn. 

The  Chairman.  If  there  is  nothing  further,  the  committee  will 
stand  in  recess  until  10  o'clock  tomorrow  morning. 

(Whereupon,  at  5  :  20  p.  m.,  an  adjournment  was  taken  until  10  a.  m., 
Thursday,  March  21, 1946. ) 
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THUESDAY,  MARCH  21,   1946 

United  States  Senate, 

Special  Committee  Investigating  Petroleum  Resources, 

Washington,  D.  C. 

The  special  committeee  met,  pursuant  to  adjournment,  at  10  a.  m., 
in  room  318,  Senate  Office  Building,  Senator  Joseph  C.  O'Mahoney 
(chairman)  presiding. 

-Present:  Senators  O'Mahoney    (chairman),  Moore,  Hatch,  and, 
Willis. 

Also  present :  Henry  S.  Fraser,  chief  counsel  to  the  committee. 

Appearances:  (As  heretofore  noted.) 

The  Chairman.  Are  you  ready  to  proceed,  Mr.  Fell  ? 

Mr.  Fell.  Yes.  We  are  making  one  change,  Mr.  Chairman.  Mr. 
Becker  had  to  be  over  at  the  House  committee  this  morning,  so  we 
will  present  Mr.  Franklin  as  the  M^itness  on  imports  of  crude  oil  and 
products. 

The  Chairman.  We  will  be  glad  to  hear  you. 

STATEMENT  OF  WIRT  FRANKLIN,  ARDMORE,  OKLA. 

Mr.  Franklin.  Mr.  Chairman  and  gentlemen  of  the  committee, 
I  am  Wirt  Franklin,  of  Ardmore,  Okla.,  an  independent  oil  pro- 
ducer for  more  than  30  years;  first  chairman  of  the  planning  and 
coordination  committee  which  was  appointed  by  the  President  to 
represent  the  oil  industry  under  NRA;  first  president  of  the  Inde- 
pendent Petroleum  Association  of  America,  an  organization  composed 
of  independent  producers  of  crude  petroleum  and  a  few  companies 
whose  operations  also  include  refining  and  marketing,  and  whose 
members  are  located  in  every  oil-producing  State  in  the  Nation;  di- 
rector in  charge  and  director  of  production  for  District  No.  2,  com- 
prising 15  Middle  Western  States,  Petroleum  Administration  for 
War,  from  1941  to  1943. 

The  independents  in  the  industry  are  glad  to  have  the  opportunity 
to  present  the  facts  of  their  situation  to  this  committee.  Once  before 
we  were  compelled  to  seek  the  aid  of  the  legislative  branch  of  the 
I' ederal  Government  to  avert  the  danger  which  has  now  returned  to 
plague  our  existence.  We  then  had  no  such  committee  as  this  en- 
gaged in  a  special  and  exhaustive  study  of  oil  to  whom  we  could 
present  our  case.  Had  there  been  such  a  forum  I  have  no  doubt  that 
the  facts  would  have  been  disseminated  more  quickly  to  the  Congress 
and  that  the  conclusion  reached  by  Congress  in  1932  would  have  corne 
at  least  a  year  sooner. 

153 
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I  am  here  to  discuss  imports  of  oil.  I  have  had  some  experience 
with  the  subject.  From  the  middle  of  1929  nearly  all  of  my  time 
was  given  for  6  years  to  the  fight  for  the  existence  of  the  independent 
oil  producer  in  the  United  States.  In  this  cause  I  had  scores  of 
earnest  co-workers ;  they  selected  me  to  the  post  of  leadership  in  what 
was  to  us  a  holy  crusade. 

Mr.  Fraser.  How  long  were  you  president  of  the  Independent 
Petroleum  Association  of  America  ? 

Mr.  Franklix.  Six  years.  From  its  organization  in  1929  until  the 
fall  of  1935.     [Eesuming:] 

That  was  long  ago.  So  long  ago  that  only  19  members  of  the  United 
States  Senate,  which  considered  and  acted  on  our  case,  are  in  the 
Senate  today. 

The  Chairman".  That  is  too  rapid  a  turn-over. 

Mr.  Franklin.  I  agree  with  you.     [Resuming :] 

It  may,  therefore,  be  necessary  in  the  discussion  of  our  case  in  this 
year  1946  to  remember  that  few  of  those  who  did  not  hear  the  facts 
in  1929-32  have  become  as  well  acquainted  with  the  case  as  did  the 
members  of  that  long-ago  Congress.  For  that  reason,  I  repeat,  we 
are  greatly  encouraged  by  the  existence  of  your  committee. 

It  is  our  hope  that  it  will  not  be  -necessary  to  appeal  for  legislation 
to  protect  the  domestic  oil-producing  industry  from  the  flood  of  im- 
ports which  we  fear  may  come  unless  action  is  taken  very  soon.  It 
should  be  possible  for  the  industry  itself  to  provide  the  industrial 
statesmanship  which  would  solve  the  problem.  In  the  realm  of  Gov- 
ernment policy  there  is  appropriate  machinery  to  aid  and  encourage 
the  industry  to  find  the  solution.  The  President  has  been  given  broad 
authority  on  trade  relations  with  foreign  countries.  In  Executive 
Order  9647  the  President  prescribed  certain  regulations  in  connection 
with  foreign-trade  agreements  and  said  that  all  interested  persons 
might  present  to  the  Committee  for  Reciprocity  Information  "their 
views  on  any  .proposed  or  existing  trade  agreement  or  any  aspect 
thereof." 

Once  before  we  were  assured  that  this  Committee  for  Reciprocity 
Information  would  be  certain  to  safeguard  the  domestic  oil  industry 
from  the  effects  of  the  trade  agreement  with  Venezuela.  We  did  make 
our  views  known.  The  Committee  was  quite  uninterested.  We  hope 
for  a  better  reception  when  we  are  given  the  opportunity  to  appear 
again  in  response  to  the  assurance  given  in  the  Executive  order.  I 
here  acquaint  your  committee  with  our  desire  to  have  such  hearing, 
open,  forthright,  and  without  restriction  on  the  completeness  of  the 
information  and  facts  the  domestic  petroleum  industry  might  present. 

At  this  point,  Mr.  Chairman,  I  want  to  advert  to  a  resolution  which 
Mr.  Brown  mentioned  in  his  testimony  in  response  to  a  question  by 
you,  which  has  to  do  with  this  desired  meeting  or  conference  with 
the  State  Department.  You  will  recall  that  Mr.  Brown  suggested 
that  a  proper  method  would  be  for  the  State  Department  to  call  a 
conference  in  which  all  agencies  of  the  Government  which  might  be 
interested  in  oil,  including  the  Army  and  Navy,  and  importing  oil 
companies  and  the  representatives  of  the  domestic  industry  would 
take  part,  so  that  we  might  sit  down  together  and  work  out  a  fair 
and  reasonable  policy  on  imports  for  oil.  I  think  that  is  of  the  utmost 
importance. 
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It  fias  not  been  my  good  fortune  on  previous  occasions  to  be  present 
at  hearings  of  the  Reciprocity  Information  Committee,  but  I  am  told 
that  their  method  of  operation  is  that  those  interested  might  file  a 
statement  and  appear.  But  at  those  conferences  only  one  side  is  pre- 
sented. Under  that  form  of  procedure  no  opportunity  is  given  to  the 
various  parties  interested  to  hear  or  even  to  be  informed  as  to  what 
is  being  presented  to  the  committee,  and  therefore  there  is  no  oppor- 
tunity to  challenge  any  statement  that  might  not  be  in  strict  accord 
with  the  conditions. 

The  Chairman.  I  might  say,  Mr.  Franklin,  that  I  have  attended 
some  of  those  meetings  on  behalf  of  the  industries  in  my  State,  and 
while  I  found  always  that  the  Committee  on  Reciprocity  Information 
was  willing  to  receive  any  statement,  and  while  it  was  willing  to  hear 
anything  that  might  be  said,  perhaps  within  reasonable  limits,  one 
never  knew,  in  presenting  a  case  for  an  industry,  what  had  previously 
gone  on  behind  closed  doors  with  respect  to  reasons  that  may  or  may 
not  have  been  advanced  for  the  reduction  of  rates. 

The  last  time  I  was  there  I  decided  not  to  go  again,  because  there 
were  so  many  Members  of  Congress  standing  there  before  the  com- 
mittee, pleading  with  the  committee  to  protect  the  industries  of  their 
States,  arguing  with  the  committee  over  a  function  which  the  Consti- 
tution makes  the  function  of  Congress  but  which  Congress  had  dele- 
gated away  to  an  executive  agency,  that  I  made  up  my  mind  it  was  a 
more  or  less  futile  proceeding,  and  that  so  far  as  I  was  personally  con- 
cerned, I  would  be  content  thereafter  to  make  my  representations  on 
the  floor  of  the  Senate  where  under  the  Constitution  they  should  be 
made. 

That,  however,  was  not  the  view  of  Congress,  because  Congress  has 
repeatedly,  and  by  bipartisan  vote,  granted  this  power  to  make  recip- 
rocal trade  agreements. 

I  think,  however,  that  there  is  a  disposition  now  in  the  State  De- 
partment, and  Government  perhaps,  to  go  further  than  it  has  gone 
heretofore. 

In  addition  to  being  chairman  of  this  Committee  on  Petroleum 
Resources,  I  am  chairman  of  the  Committee  on  Wool.  We  held  a  pro- 
longed hearing  last  fall,  in  November,  and  developed  in  public  session 
all  aspects  of  the  wool  business.  Then  I  presented  a  summary  of  the 
case  to  the  President  and  asked  the  President  to  direct  the  executive 
agencies  to  work  with  the  committee,  in  an  effort  to  work  out  a  pro- 
gram that  would  protect  and  stabilize  the  domestic  wool  industry. 
President  Truman  responded  to  that  request.  A  directive  was  given, 
and  a  bill  is  now  in  course  of  preparation  which  will  be  a  reasonable 
representation  of  the  views  of  both  the  executive  and  legislative 
branches. 

I  think  the  same  thing  can  be  done  with  respect  to  oil.  If  this  com- 
mittee is  still  in  existence,  whenever  any  representation  or  notice  may 
be  given  that  oil  is  being  considered  as  a  subject  of  reciprocal  trade 
negotiation,  I  suggest  to  this  committee,  that  as  a  committee,  if  it  has 
at  that  time  reached  a  conclusion  as  to  what  the  national  oil  policy 
should  be,  it  should  appear  to  participate  in  any  such  discussion. 

Mr.  Franklin.  I  am  very  glad,  Mr.  Chairman,  to  hear  your  state- 
ment on  this  subject,  because  it  conforms  exactly  to  the  situation  that 
we  found  we  were  faced  with  when  we  protested  the  increase  of  im^ 
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ports  under  the  reciprocal  trade  agreement  with  Venezuela.  It  seems 
to  me  a  proper  procedure  for  the  State  Department,  if  they  want  to 
arrive  at  the  facts  and  the  effect  of  any  action  which  might  be  taken, 
would  be  to  call  everybody  interested  in  the  matter  together  and  let 
them  see  if  they  cannot  work  out  a  reasonable  agreement  fair  to  every- 
body concerned,  taking  into  consideration  the  interests  of  the  public 
and  everyone  else. 

Now  on  that  subject,  the  executive  committee  of  the  Independent 
Petroleum  Association  of  America  adopted  a  resolution  on  January 
16,  1946,  which  I  will  not  read  but  will  offer  for  the  record. 

Senator  Moore.  It  may  be  admitted  in  the  record. 

(The  resolution  referred  to  is  as  follows :) 

Re-oluticn  Adopted  at  the  Meriting  of  the  Executive  CoiXMiTTEE  of  the  Inde- 
pendent FETBOLEirii  Association  of  Ajiebica  at  Shreve^'Obt,  La.,  Januab-j 
16,  1946 

Whereas  the  importation  of  crude  petroleum  into  the  United  States  has  a  direct 
influence  on  the  domestic  petroleum  industry  of  the  United  States  and  upon  the 
conservation  of  petroleum  as  now  in  effect  throu2:h  the  industry  and  the  various 
State  authorities  in  States  wherein  petroleum  is  produced  ;  and 

Whereas  the  law  autliorizing  reciprocal  trade  agreements  with  other  gov- 
ernments and  the  Government  of  the  United  States  authorizes  the  execution  of 
such  agreements  by  the  President  upon  the  information  and  advice  of  the 
State  Department  and  other  designated  agencies ;  and 

Whereas  it  is  important  that  a  conference  of  industry  and  the  governmental 
agencies  with  whom  rests  tlie  responsibility  for  obtaining  information  and 
execution  of  such  agreements  be  held  in  order  that  all  concerned  may  develop 
a  policy  with  relation  to  petroleum  and  such  agreements :  Now,  therefore,  be  it 

Resolved,  That  the  executive  committee  of  the  Independent  Petroleum  Asso- 
ciation of  America  in  session  at  Shreveport,  La.,  on  this  the  16th  day  of 
January  1946,  recommends  to  the  governmental  agencies  concerned  with  such 
programs,  the  various  State  authorities  in  States  producing  petroleum,  and  the 
companies  and  persons  producing  petroleum  in  the  United  States,  and  the 
persons  and  companies  engaged  in  importing  petroleum  into  the  United  States, 
that  a  conference  of  those  concerned  be  called  to  the  end  that  a  proper  policy 
with  relation  to  the  importation  of  petroleum  into  the  United  States  be  de- 
veloped :  be  it  further 

Resolved,  That  copies  of  this  resolution  be  presented  to  all  agencies  con- 
cerned and  to  the  Special  Senate  Committee  Investigating  Petroletun  Resources, 
of  which  committee  Hon.  Joseph  C.  O'Mahoney  is  now  chairman  and  the 
Petroleum  Subcommittee  of  the  House  Interstate  and  Foreign  Commerce  Com- 
mittee of  which  Hon.  Clarence  F.  Lea  is  chairman,  with  a  request  that  such 
conference  be  called  by  the  State  Department  at  the  earliest  possible  date. 

Mr.  Fraxklin  (resuming).  The  Independent  Petroleum  Associa- 
tion of  America  was  formed  in  June  1929.  by  independent  producers 
who  were  in  attendance,  and  as  a  result  of  facts  disclosed,  at  a  meet- 
ing of  the  so-called  Oil  Conservation  Conference,  which  was  called 
by  the  Honorable  Mark  L.  Eequa.  under  authority  of  President 
Hoover  for  the  purpose  of  initiating  a  compact  among  the  oil-pro- 
ducing States.  The  avowed  and  announced  intention  was  that  of 
conserving  the  Xation's  petroleum  resources.  But  it  soon  developed 
that  the  purpose  of  the  conference  was  not  one  of  true  conservation 
and  the  prevention  of  waste,  but  one  of  reservation  of  our  petroleum 
reserves  and  the  supplying  of  our  markets  to  the  greatest  extent  pos- 
sible with  foreign  oil.  This  conference  had  been  preceded  for  several 
years  by  a  campaign  in  the  press  and  otherwise  of  misleading  propa- 
ganda, similar  in  some  respects  to  statements  being  circulated  today, 
that  our  petrolemn  resources  were  being  exhausted  to  the  jjoint  of 
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endangering  the  national  safety.  It  was  there  advocated  that  we 
should  hold  our  petroleum  safe  in  the  ground,  that  discovery  of  new 
sources  of  supply  and  development  of  existing  fields  should  be  re- 
tarded and  our  requirements  of  oil  and  its  products  imported. 

The  independent  producers  who  were  present  pointed  out  that 
such  a  policy,  if  adopted,  would  completely  destroy  the  domestic  oil 
industry  and  the  economic  well-being  of  large  sections  of  the  United 
States,  particularly  in  the  States  of  Texas,  Louisiana,  Oklahoma, 
Kansas,  and  California,  which  were  the  leading  oil-producing  States 
jit  that  time,  and  whose  civilization  and  development  are  to  a  great 
extent  based  upon  the  oil  industry  and  the  allied  industries  of  manu- 
facture and  supply;  but  more  than  that,  no  policy  could  be  more 
detrimental  to  the  safety  of  the  Nation  than  to  rely  upon  foreign 
oil;  that  in  the  event  we  should  be  attacked  by  a  first-class  Power 
and  should  lose  control  of  our  ocean  lanes  (which  is  exactly  what 
happened  in  the  recent  war)  we  would  be  completely  helpless  and  be 
conquered  and  enslaved  before  we  could  find  and  develop  adequate 
supplies  of  oil  within  our  own  borders;  that  if  operations  were  dis- 
continued the  men  engaged  in  the  industry,  the  skilled  workmen  with 
the  "know-how",  would  necessarily  be  scattered  and  forced  to  seek  a 
livelihood  elsewhere;  and  that  the  safety  of  the  Nation  absolutely 
depended  upon  our  having  at  all  times  a  healthy  oil  industry  with 
adequate  production  within  the  continental  United  States  for  both 
peace  and  war. 

Let  us  suppose  that  the  advocates  of  this  policy  of  reservation,  and 
reliance  upon  imported  oil,  had  succeeded  at  Colorado  Springs  in 
1929  in  making  effective  their  declared  policy  and  the  Nation  had 
gone  along  dependent  upon  foreign  oil.  It  is  not  an  exaggeration  to 
say  that  World  War  II  would  have  been  lost  in  1942.  Why,  we  could 
not  even  ship  oil  from  the  Gulf  Coast  to  the  Atlantic  seaboard.  Prac- 
tically every  tanker  that  left  the  Gulf  Coast  was  lost  with  its  contents. 
That  is  the  reason  why  in  that  emergency  we  had  to  resort  to  the 
building  of  what  is  knoAvn  as  the  Big  Inch  and  Little  Big  Inch  pipe 
lines. 

There  is  no  argument  in  favor  of  importing  our  requirements  of  oil 
that  cannot  be  used  with  equal  force  for  importing  our  requirements 
of  all  other  products.  For  instance,  why  should  we  not  conserve  our 
iron  ore?  It  also  is  indispensable  to  national  defense  and  during  the 
recent  war  we  have  drawn  heavily  upon  our  reserves.  Why  not  in 
truth  save  all  our  natural  resources,  the  products  of  our  mines  and  for- 
ests, and  import  from  foreign  countries  our  requirements  thereof? 
This  would  be  as  reasonable  a  course  to  pursue  as  to  save  our  crude  oil 
in  the  ground  while  we  import  from  foreign  countries  to  supply  our 
domestic  markets. 

I  repeat,  and  I  cannot  emphasize  it  too  strongly,  that  the  safety  of 
this  Nation  demands  that  it  always  be  self -sufficient  in  its  needs  for 
petroleum  produced  in  the  continental  United  States.  It  can  be  if  a 
national  oil  policy  is  developed  that  will  give  encouragement  and 
protection  to  the  domestic  oil  producer.  It  cannot  be  if  the  require- 
ments of  this  Nation  in  peacetime  are  supplied  with  foreign  oil,  which 
is  a  policy  again  being  advocated  by  many  occupying  high  places 
inside  the  Government. 

The  proposals  which  we  combat  today  are  based  first  on  the  false 
assumption  that  we  are  running  out  of  oil  which  makes  it  necessary 
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to  import  large  volumes  in  order  to  conserve  domestic  supplies,  and 
second,  that  trade  with  foreign  nations  should  be  encouraged.  This  is 
but  a  repetition  of  events  at  the  end  of  World  War  I.  It  was  fre- 
quently stated  then  by  Members  of  Congress  and  of  the  Cabinet  and 
in  leading  newspapers  and  periodicals,  who  had  fallen  victim  to  the 
propaganda  then  current,  that — 

(1)  Oil  produced  in  the  United  States  would  continue  to  decline 
and  therefore  occupy  a  less  and  less  dominant  position  in  world  mar- 
kets ; 

(2)  It  would  be  impossible  to  take  out  the  remaining  7,000,000,000 
barrels  (which  was  our  proven  reserve  at  that  time)  fast  enough  to 
supply  our  demands; 

(3)  That  the  United  States  must  depend  more  and  more  on  petro- 
leum imported  from  foreign  lands  or  else  get  along  with  less  oil ;  and 

(4)  The  Government  must  organize  a  corporation  to  prospect  for 
aiid  develop  production  in  foreign  countries. 

Does  not  that  sound  exactly  like  what  we  are  hearing  today  ?  It  is 
identical  in  every  detail.  The  same  old  propaganda  is  now  being  put 
out  throughout  the  Nation  to  convince  the  people  of  this  country  that 
our  petroleum  reserves  have  been  exhausted. 

This  illustrates  how  history  repeats  itself  even  in  so  short  a  period. 
Yet,  since  1920  more  than  24,000,000,000  barrels  of  oil  have  been  pro- 
duced in  the  United  States  and  the  proven  oil  reserves  of  this  country 
are  more  than  20,000,000,000  barrels,  almost  three  times  what  they  were 
in  1920. 

The  oil  industry  of  the  United  States  has  furnished  by  far  the 
greater  part  of  the  unprecedented  demand  for  oil  for  ourselves  and 
Allies.  I  think  the  statement  has  been  made  by  Government  officials 
that  67  percent  of  our  overseas  shipments  during  the  war  consisted 
of  oil  products  to  supply  our  forces  and  those  of  our  Allies.  At  the 
peak  of  war  demand  before  VJ-day  we  were  producing  a  total  of 
more  than  5,100,000  barrels  daily  of  petroleum  and  petroleum  liquids. 

Twenty-six  of  the  48  States  now  produce  oil.  Those  26  States  are 
Texas,  California,  Oklahoma,  Louisiana,  Kansas,  Illinois,  New  Mex- 
ico, Wyoming,  Mississippi,  Pennsylvania,  Michigan,  Colorado,  Ken- 
tucky, Arkansas,  Montana,  Indiana,  Ohio,  West  Virginia,  New  York, 
Alabama,  Nebraska,  Missouri,  Tennessee,  Florida,  Virginia,  and  Utah. 
Many  of  the  remaining  States  are  a  potential. source  of  supply. 

It  is  estimated  that  more  than  1,000,000  square  miles  of  area  in  the 
United  States,  yet  unexplored  and  undeveloped,  give  promise  of 
petroleum  production.  I  might  add,  one  of  our  most  noted  geologists, 
Mr.  Levorsen  of  Tulsa,  in  a  very  exhaustive  report  which  he  made  to 
the  American  Association  of  Petroleum  Geologists,  said  there  were 
over  a  thousand  miles  of  what  he  calls  up-dip,  wedged-out  geological 
formations  favorable  to  the  accumulation  of  oil,  and  stratigraphic 
traps.  Now  these  stratigraphic  traps  cannot  be  found  with  any  known 
instrument  or  tool  that  we  have  at  the  present  time.  After  a  certain 
amount  of  drilling  has  been  done  in  the  vicinity,  that  subsurface 
information  sometimes  exists,  making  it  possible  to  locate  the  strati- 
graphic trap.  But  all  these  areas  have,  under  the  past  ideas, 
been  more  or  less  condemned  geologically,  because  there  was 
no  structure,  anticlines,  or  domes.  However,  many  of  our  most  im- 
portant fields  have  been  in  stratigraphic  traps,  found  by  random 
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drilling  of  the  little  independent.  The  great  East  Texas  field,  the 
greatest  oil  field  ever  discovered  in  the  United  States,  the  field  that 
contains  the  most  reserves  of  any  one  single  field  today,  is  a  strati- 
graphic  trap  and  was,  prior  to  the  time  that  a  small  independent  from 
Ardmore,  Okla.,  went  down  there  and  drilled  against  geological- 
advice,  considered  to  be  a  condemned  area  by  the  most  noted  geolo- 
gists of  the  major  companies.  I  only  offer  that  as  an  example  to 
show  how  little  we  know  about  what  oil  is  to  be  discovered  in  the 
future. 

Experience  teaches  us  that  if  favorable  conditions  for  exploratory 
work  and  development  of  new  fields  are  maintained,  many  new  re- 
gional areas  of  production  will  be  found.  On  the  other  hand,  if  the. 
Government  encourages  a  program  of  imports  to  supply  the  markets 
of  the  United  States,  60  to  70  percent  of  the  markets  of  the  entire 
world,  the  oil  under  that  immense  territory  will  remain  undiscovered. 

Oil  is  found  only  through  the  efforts  of  many  thousands  of  men 
and  the  expenditure  of  enormous  sums  of  money.  It  is  searched  for 
only  when  there  is  a  market  for  it  at  a  price  which  will  bring  profit. 
In  the  absence  of  that  incentive  the  domestic  oil  industry  will  deterio- 
rate and  the  trained  men  who  explore  for  and  develop  new  oil  fields 
and  the  trained  technicians  who  bring  about  greater  recovery  from 
old  pools  through  improved  methods  and  secondary  recovery  opera- 
tions will  turn  to  other  occupations.  If  this  happens,  when  the  time 
comes  that  this  Nation  sorely  needs  oil  for  defense,  neither  the  trained 
men  nor  the  oil  will  be  available. 

Aside  from  national  safety  the  Nation  is  interested  in  a  prosperous 
oil  industry  for  another  great  reason — the  effect  on  our  national 
economy.  Entire  communities  throughout  the  26  oil-producing 
States  and  many  of  these  States  in  their  entirety  depend  on  the  oil 
industry  for  the  larger  part  of  their  income.  Schools  and  colleges 
are  maintained,  roads  are  built,  and  the  cost  of  local  State  gov- 
ernment principally  financed  by  taxes  from  this  source.  In  the  post- 
war era,  should  the  domestic  oil  industry  be  seriously  impaired  or 
destroyed  by  unlimited  imports  of  foreign  oil,  Texas,  Louisiana, 
x^rkansas,  Oklahoma,  Kansas,  California,  and  other  oil  States  would 
be  all  but  ruined;  and  many  other  large  and  important  industries 
throughout  the  country  which  manufacture  and  furnish  the  supplies, 
machinery,  and  equipment  for  the  oil  industry  would  likewise  be 
critically  damaged.  The  effect  on  our  national  economy  is  beyond 
estimate.  Purchases  of  equipment,  pay  rolls,  taxes,  lease,  and  royalty 
payments  by  the  oil  industry  run  into  billions  of  dollars  annually. 

Mr.  Eraser.  Isn't  it  true  that  the  aggregate  domestic  sales  of  refined 
oil  products  constitute  the  greatest  amount  of  dollar  sales  made  by 
any  industry  in  this  country  ? 

Mr.  Franklin.  I  think  that  is  true.     [Kesuming :] 

More  than  1,000,000  persons  are  employed  directly  by  the  oil  indus- 
try, and  hundreds  of  thousands  more  depend  upon  it  indirectly. 
Hundreds  of  thousands  of  company  stockholders  depend  to  a  greater 
or  lesser  extent  on  petroleum  for  a  large  part  of  their  income.  I  have 
seen  it  stated  that  there  are  1,500,000  of  these  stockholders.  I  do  not 
know  how  authentic  that  figure  is,  but  it  was  given  by  Mr.  B.  I.  Graves 
of  the  Tidewater  Associated  Oil  Co.  in  a  recent  address  made  by  him. 
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Total  taxes  of  the  oil  industry  approximate  $1,700,000,000  annually. 
Investment  in  the  oil  industry  is  about  $15,000,000,000  exclusive  of 
plants  constructed  during  the  recent  war  for  the  production  of  avia- 
tion gasoline  and  synthetic  rubber. 

Still  there  are  those  in  high  places  who,  apparently  ignorant  of  the 
havoc  they  would  wreak  upon  this  country,  would  turn  over  the 
markets  of  the  United  States  to  Venezuela,  Iran,  Iraq,  and  other 
foreign  sources  of  production.  It  would  be  just  as  sensible  to  advocate 
also  that  we  buy  the  gi*eater  part  of  our  steel  products,  now  that  the 
war  is  over,  from  the  countries  of  Europe,  or  wheat  and  other  agri- 
cultural products  from  Canada  and  Australia,  and  our  beef  from 
Argentina.  And  let  me  say  we  can  get  all  of  those  things  cheaper  by 
importing  them  than  we  can  produce  them  ourselves,  with  our  higher 
level  of  living,  and  our  high  wage  scale. 

I  will  illustrate  it  by  saying  I  bought  some  barbed  wire  just  before 
the  war  closed  from  Montgomery  Ward  &  Company  at  Ardmore,  and 
when  I  went  out  to  my  ranch  and  looked  at  it  the  stamp  was  on  it 
"Made  in  Germany."  If  I  had  known  it  beforehand  I  never  would 
have  bought  it,  because  I  am  violently  opposed  to  importing  things 
that  are  manufactured  in  this  country  by  our  high-paid  labor.  The 
only  way  we  can  keep  them  in  a  highly  paid  coiidition  and  on  a  high 
economical  level  is  to  patronize  and  use  the  things  in  our  operations 
that  are  produced  in  this  country. 

Within  the  bounds  of  reason,  I  favor  the  good  neighbor  policy,  but 
I  appeal  to  Congress  not  to  let  the  bureaucrats  and  self-appointed 
planners  seriously  impair  our  domestic  economy.  "Charity  begins 
at  home. 

The  Independent  Petroleum  Association  of  America  came  into 
being  in  1929  when  the  principal  problem  affecting  the  domestic  oil 
industry,  particularly  the  independent  producers,  was  imports  of  oil 
from  South  America  and  Mexico.  At  that  time  it  sought  and  obtained 
from  Congress  the  opportunity  to  discuss  this  problem  in  hearings 
before  the  appropriate  committees.  In  1932  an  excise  tax  of  one-half 
cent  per  gallon  was  imposed  by  Congress  on  imports  of  crude  oil  and 
fuel  oil  and  2%  cents  per  gallon  on  gasoline. 

The  tax  on  gasoline  has  not  been  changed  under  the  reciprocal  trade 
agreement  with  Venezuela  in  1939,  but  the  excise  tax  on  crude  oil  and 
fuel  oil  was  reduced  50  percent  on  an  amount  of  imported  crude 
and  fuel  oil  equal  to  5  percent  of  the  refinery  runs  in  the  IJnited  States 
in  the  preceding  calendar  year,  thus  making  the  tax  one-fourth  of  a 
cent  per  gallon  or  lOi/^  cents  per  barrel.  But  even  this  5-percent 
quota  was  eliminated  in  the  agreement  with  Mexico  in  1943  which 
automatically  extended  to  Venezuela  and  all  other  nations  with  whom 
agreements  have  been  made,  so  that  there  is  no  limit  as  to  the  amount 
of  oil  that  can  be  imported  at  the  reduced  tax  rate. 

The  Reciprocal  Trade  Agreements  Act  has  been  renewed  for  a  pe- 
riod of  3  years,  authorizing  a  50-percent  reduction  in  tariffs  and  duties 
existing  on  January  1, 1945.  This  confers  discretion  to  further  reduce 
the  excise  tax  on  crude  and  fuel  oil  to  oY^  cents  per  barrel,  or  one- 
eighth  cent  per  gallon.  "We  fear  it  may  prove  to  be  very  harmful  to 
the  domestic  oil  industry,  and  that  the  additional  authority  granted 
will  in  all  probability  be  used  to  the  fullest  extent.  That  is  our  fear. 
We  hope  that  the  conference  which  we  discussed  a  while  ago  may 
avert  such  a  disaster. 
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We  have  already  had  experience  in  the  way  of  a  direct  noncompli- 
ance with  what  we  thought  was  an  express  understanding.  Early  in 
194:()  the  Secretary  of  State  assured  the  chairman  of  the  Ways  and 
Means  Committee  in  writing  that  in  the  event  of  a  threat  to  industry — 
and  the  petroleum  industry  was  specificallj^  mentioned — because  of  the 
operation  of  the  trade  agreement  with  Venezuela,  remedial  action 
would  be  taken  under  the  so-called  escape  clause  of  the  trade  agree- 
ment. The  threat  actually  developed  under  the  reduced  excise  tax  to 
the  point  where  the  domestic  oil-producing  industry  was  being  directly 
injured.  In  1939 — the  Venezuelan  trade  agreement  was  announced 
in  November  of  that  year — imports  averaged  162,000  barrels  per  day; 
in  1940,  229,000  barrels  per  day;  in  1941,  266,000  barrels  daily;  in 
1942,  99,000  barrels  daily;  in  1943,  174,000  barrels  per  day;  and  in 
1944,  252,000  barrels  per  day.  For  1945,  the  average  was  311,000 
barrels  daily,  the  highest  rate  over  a  lengthy  period  since  the  excise 
tax  on  oil  was  imposed  in  June,  1932.  But  that  is  not  the  worst  of  it. 
It  is  increasing  constantly.  For  January  1946  imports  of  all  oils 
averaged  413,000  barrels  daily,  as  reported  by  the  Department  of  Com- 
merce.    That  is  the  latest  figure  I  was  able  to  get. 

It  should  be  noted  that  the  abrupt  decline  in  imports  for  the  year 
1942  was  due  to  the  activity'  along  our  shores  of  the  German  submarines 
and  not  the  good  offices  of  the  State  Department. 

There  is  attached  hereto  a  chart  entitled  "Twenty-Year  History 
of  Total  Petroleum  Imports,  Showing  Effect  of  Excise  Taxes  and 
Trade  Agreements  for  the  Years  1926  to  1945,  Inclusive."  This  is 
most  illuminating. 

By  looking  at  this  chart  you  can  see  how  before  the  excise  tax  was 
enacted  and  became  effective  in  June  1932  the  imports  were  running 
around  300,000  barrels  a  day.  The  year  following  they  went  down 
to  108,000  barrels  a  day.  Then  they  were  gradually  increased  until 
1939,  but  when  the  Venezuelan  trade  agreement  became  effective  there 
was  a  sudden  spurt,  and  in  1940  it  went  up  to  about  250,000  barrels 
a  day,  in  1941  to  about  265,000  barrels  a  day,  according  to  the  chart, 
and  then  when  quotas  were  removed  there  was  another  spurt  and  in 
1945  they  go  to  over  300,000  barrels  per  day. 

Mr.  Eraser.  Would  not  you  say  in  1940  it  was  more  like  225,000 
barrels  a  day? 

Mr.  Franklin.  The  figures  in  the  statement  are  correct.  I  was 
reading  from  the  chart,  and  it  is  such  a  distance  from  the  chart  that 
I  might  have  made  an  error.  That  chart  illuminates  the  whole  situa- 
tion. 

In  November  1940  an  official  of  one  of  the  affiliates  of  an  importing 
company,  in  a  letter  addressed  to  "those  from  whom  we  purchase  oil," 
stated  that — 

In  our  opinion,  present  conditions  in  tlie  industry  are  worse  than  at  any 
time  since  the  chaotic  days  of  serious  overproduction  in  east  Texas  when  the 
price  of  crude  was  driven  far  below  the  average  cost  of  production. 

The  increasing  imports  contributed  materially  to  this  condition. 
An  appeal  to  the  Committee  on  Reciprocity  Information  with  support- 
ing factual  data  was  made,  but  this  protest  and  the  evidence  submitted 
were  disregarded.  It  was  the  familiar  pattern  of  the  delegation  of 
delegated  authority,  without  review  by  the  source  of  that  authority, 
where  the  remote  agency  is  entirely  unresponsive  to  the  legislative 
intent.    The  Secretary  of  State  was  apparently  unable  to  prevent  the 
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great  injury  to  the  domestic  producers  of  crude  oil  which  he  had  so 
earnestly  promised  to  remedy  through  the  escape  clause  in  his  letter 
to  the  chairman  of  the  Ways  and  Means  Committee,  above  referred 
to.  This  is  no  reflection  upon  Mr.  Hull,  who  was  at  that  time  so 
completely  engrossed  with  many  problems  of  international  relations 
that  it  is  highly  probable  that  he  heard  nothing  of  our  protest.  This 
is  but  another  instance  illustrating  the  advisability,  if  not  the  neces- 
sity, of  the  Congress  itself  taking  affirmative  action  which  will  prevent 
a  miscarriage  of  its  legislative  intent  in  a  matter  of  such  vast  im- 
portance to  the  domestic  economy. 

The  Chairman.  May  I  interrupt  j^ou  to  say,  so  that  the  record  may 
show,  that  from  the  beginning  of  the  reciprocal  trade  agreement  pro- 
gram until  the  act  was  last  extended,  I  have  introduced  amendments 
designed  to  give  Congress  a  final  review.  It  has  always  been  my 
contention  that  while  reciprocity  should  be  encouraged  and  while 
authority  should  be  given  to  an  executive  bureau  to  conduct  nego- 
tiations, because  they  could  not  be  efficiently  conducted  otherwise, 
before  a  treaty  or  agreement  should  become  effective  it  should  at  least 
be  submitted  to  the  CongTess  of  the  United  States. 

Mr.  Franklin.  I  make  that  suggestion  in  here. 

The  Chairman.  That  amendment  of  mine  has  been  presented  on 
every  occasion,  and  on  every  occasion  it  has  been  voted  down.  So 
that  the  ultimate  responsibility  for  the  policy  lies  on  Congress. 

Mr.  Franklin.  I  agree,  and  I  hope  you  will  continue  in  your  good 
work. 

The  Chairman^  I  still  believe  that  Congress  should  have  the  final 
word  as  to  whether  or  nt)t  concessions  of  great  importance,  such  as  are 
embodied  in  trade  agreements,  should  be  made,  and  Congress  should 
have  the  final  word  before  they  become  effective. 

Mr.  Franklin.  Of  course  it  is  an  old  adage  that  the  right  will 
prevail.  I  would  like  to  add  to  it  that  right  will  prevail  if  you  fight 
for  it  long  and  hard  enough. 

Mr.  Fraser.  I  should  like  to  supplement  what  the  chairman  is 
saying  by  stating  that  I  hope  the  time  will  come  when  these  agreements 
will  be  regarded  for  what  they  really  are,  namely,  treaties,  and  will 
be  submitted  for  the  consent  and  approval  of  the  Senate. 

The  Chairman.  That  suggestion  was  also  made  and  also  defeated 
by  the  Senate. 

Mr.  Franklin.  (Kesuming:)  To  accomplish  this  I  suggest  that 
Congress  should  reserve  the  right  to  review  and  approve  all  trade 
treaties  before  they  become  effective.  Otherwise,  not  only  the  oil 
industry  but  other  industries  of  just  as  great  importance  to  the  eco- 
nomic welfare  of  the  Nation  may  be  seriously  harmed  without  any 
remedy  being  available,  even  from  Congress  itself.  I  know  of  no 
better  way  to  emphasize  this  point  than  to  quote  from  Senator 
O'Mahoney's  statement  to  the  Senate  Committee  on  Finance,  released 
June  5,  1945,  as  follows.    [Reading:] 

The  question  which  is  before  us  for  decision,  stated  in  its  simplest  terms,  is 
whether  or  not  we  shall  permit  the  State  Department  to  negotiate  in  secret  eco- 
nomic arrangements  with  the  nations  of  the  world  and  make  them  effective 
without  advance  knowledge  of  either  the  Congress  or  the  people. 

The  Chairman.  I  still  stand  on  my  position  there. 
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Mr.  Franklin.  Well,  that  is  the  correct  position  undoubtedly,  and, 
as  I  say,  the  right  will  prevail  if  you  fight  for  it  long  enough,  and  I 
hope  you  will  not  become  wearied  in  so  doing. 

Mr'.  Fraser.  Perhaps  when  a  comparable  situation  arises  in  the 
future  you  will  see  that  the  matter  does  reach  the  personal  attention 
of  the  Secretary  of  State. 

Mr.  Franklin.  Yes.  "Well,  the  reason  we  have  called  for  this  con- 
ference that  we  have  talked  about  is  that  we  believe  that  it  is  a  matter 
that  can  be  worked  out  amicably  by  all  parties  concerned,  if  we  all 
understand  the  facts  and  know  what  the  position  of  the  other  party  is. 

Imports  of  petroleum  have  for  many  years  been  a  part  of  the  oil 
supply  of  the  United  States.  That  is  eminently  proper  at  times,  such 
as  cluring  the  recent  war,  when  it  was  necessary  to  supplement  domes- 
tic production  to  meet  essential  requirements.  However,  if  the  import 
rax  is  reduced  to  such  an  extent  as  to  have  no  effect  whatever  in 
equalizing  prices  between  the  high-cost  production  of  the  United 
States  and  the  low-cost  production  from  foreign  countries,  then  per- 
haps a  limitation  of  imports  through  a  flexible  quota  system  should  be 
devised  in  all  fairness  to  domestic  producers.  If  imports  are  in 
amounts  which  will  eliminate  the  independent  oil  producer,  then 
competition  in  this  industry  is  critically  menaced,  if  not  completely 
destroyed. 

Mr.  Fraser.  When  you  say  "flexible  quota  system,"  how  would  it 
operate?     Who  would  determine  when  it  should  go  up  or  down? 

Mr.  Fraxklix.  Well,  that  authoritv  has  been  granted  in  past  tariff 
bills. 

Mr.  Fraser.  Where  we  had  a  flexible  tariff,  the  President  had  some 
authority. 

Mr.  Fraxklix.  The  Executive,  from  reports  of  the  Tariff  Com- 
mission, should  keep  in  touch  with  the  situation.  '\Yhen  it  is  changed 
the  tax  might  be  modified  up  or  down  to  meet  the  changed  situation. 
That  is  what  I  had  in  mind. 

The  Chairmax.  The  difficulty,  Mr.  Franklin,  is  to  determine  how 
that  povrer,  which  is  essentially  discretionary,  should  be  exercised. 
If  Congress  does  not  clearly  define  the  standard  by  which  such  author- 
ity to  change  the  quota  is  exercised,  then  the  danger  of  arbitrary  or 
uninformed  action  is  greatly  increased. 

I  might  say  that  during  the  hearings  on  the  wool  problem,  when 
Assistant  Secretary  of  State  Clayton  was  present,  I  suggested  to  him 
the  possibility  that  since  the  improvement  of  the  standard  of  living 
of  the  peoples  of  the  world  is  one  of  the  most  effective  beneficial 
objectives  for  which  we  labor,  it  might  be  regarded  as  a  possible 
standard  for  the  control  of  imports.  In  other  words,  that  we  should 
not  increase  imports  from  any  country  in  which  the  living  standard 
was  below  the  standard  of  the  United  States  except  in  the  degree  that 
that  country  increases  its  own  living  standards,  thereby  increasing  its 
capacity  to  buy  the  things  that  we  produce.  Unless  some  such  stand- 
ard is  adopted  we  stand  in  danger  of  having  our  living  standard  cut 
down  to  the  living  standard  of  the  country  from  which  importations 
can  be  secured  at  a  very  low  cost.  For  example,  take  the  case  of 
sugar  coming  from  Cuba.  Xow,  the  living  standard  on  the  planta- 
tions of  Cuba  is  far  below  the  living  standards  of  the  workers  on  the 
plantations  in  Florida  and  Louisiana,  and  certainly  far  below  the 
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living  standards  of  the  families  that  live  on  our  sugar-beet  farms. 
It  would  be  comparatively  easy  to  expand  production  in  Cuba,  with 
the  low  scale  of  living  that  exists  there,  and  by  increasing  imports  to 
destroy  the  industry  or  seriously  cripple  the  industry  in  the  United 
States,  But  if  there  were  a  real  reciprocal  arrangement  whereby 
the  objective  of  all  trade  were  taken  into  consideration,  namely,  the 
degree  to  which  living  standards  are  improved,  then  I  think  imports 
would  be  regulated  by  the  most  fundamental  considerations,  and  it 
would  eliminate  the  danger  of  arbitrary  action  by  those  to  whom 
power  may  be  delegated. 

Mr.  Franklin.  That  undoubtedly  would  be  a  fine  way  to  do  it,  if 
it  could  be  done.  However,  what  we  have  had  in  the  past  under  the 
oil  code  was  an  arrangement  whereby  the  imports  were  limited  to  a 
fixed  percentage  of  the  refined  output  in  the  United  States.  That  is 
flexible.  It  goes  up  and  down,  depending  upon  demand.  As  demand 
increases,  the  amount  of  oil  coming  in  would  increase.  It  is  that 
particular  thing  I  had  in  mind  in  talking  about  a  flexible  import 
quota.  Now,  unless  this  is  clone,  monopoly  in  the  domestic  industry 
v/ill  be  engendered  to  the  same  extent  as  the  monopoly  which  exists 
under  the  cartel  system  among  a  few  large  companies  in  certain  coun- 
tries. The  Government  will  receive  little  revenue  from  the  imported 
oil  and  the  consumer  will  ultimately  pay  the  same  price  for  petro- 
leum products  that  monopoly  has  exacted  in  countries  outsicle  the 
United  States.  In  many  foreign  countries,  petroleum  products  cost 
the  consumer  at  least  50  percent  more,  not  including  taxes,  than  the 
same  products  sell  for  in  this  country.  In  the  years  prior  to  the 
imposition  of  the  excise  tax  on  oil  in  1932,  imports  were  of  such  vol- 
ume as  to  cause  severe  hardships  to  the  domestic  oil  producers. 

The  domestic  industry  cannot  compete  on  even  terms  with  large- 
volume  foreign  production.  I  might  say  that  those  concessions  are 
granted  in  thousands  of  square  miles,  whereas  under  the  law  of  real 
property  in  the  United  States  we  have  small  leases,  sometimes  as 
small  as  5  acres,  with  the  offset  obligations.  Again  the  level  of  liv- 
ing in  the  oil  fields  is  so  much  higher  than  it  is  in  the  countries  where 
this  oil  is  produced  and  where  the  common  labor  is  peon  labor,  that 
it  can  be  produced  there  at  nominal  prices. 

Mr.  Fraser.  Since  the  foreign  concessions  that  you  speak  of  are 
owned  in  large  part  by  American  companies  which  also  operate  do- 
mestically here  at  home,  don't  you  think  that  they  would  have  an  eye 
to  their  own  interest  here  and  not  import  so  much  oil  as  to  injure 
their  domestic  market  and  thereby  injure  themselves  ? 

Mr.  Franklin.  It  would  logically  appear  that  that  would  be  the 
case,  but  there  have  been  times  when,  in  competition  for  gallonage 
in  the  filling  stations,  to  meet  that  competition  they  have  increased 
their  imports  in  order  to  get  a  lower  cost  oil,  in  the  war  for  gallon- 
age.  That  is  an  unfortunate  situation,  but  it  has  occurred  time  and 
time  again  in  the  oil  business  throughout  this  country. 

I  might  illustrate  it.  At  one  time,  I  think  it  was  along  in  1930 
or  1931,  at  the  instance  of  the  independent  oilmen  the  then  existing 
administration,  due  to  the  distress  in  the  oil  industry  and  the  fact 
that  the  posted  price  of  oil  had  dropped  to  25  cents  a  barrel  because 
of  excessive  imports  brought  on  by  these  price  wars  in  the  filling 
stations,  asked  the  importers  to  limit  their  imports  or  prorate  their 
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imports  in  line  with  the  proration  of  domestic  production.  That  was 
done  through  the  Department  of  Commerce.  The  importers  were 
called  by  the  Secretary  of  Commerce  and  each  one  asked  to  limit  his 
imports  to  a  certain  figure.  It  was  done  by  quarters.  The  first  quar- 
ter everything  went  well.  It  was  renewed  for  a  second  quarter,  and 
everything  went  well.  But  the  third  quarter  one  of  them  declined, 
and  when  one  of  them  declined  the  whole  fat  was  in  the  fire  again,  and 
I  had  to  run  to  Congress,  as  president  of  the  Independent  Petroleum 
Association,  and  ask  for  the  import  tax.  Had  that  arrangement 
continued,  I  never  would  have  appealed  to  Congress  for  this  import 
tax.  It  takes  an  effective  order  or  directive  of  Congress  in  order  to 
accomplish  it,  because  there  is  always  someone  who  will  break  over, 
in  the  hope  of  making  some  quick  profits.  Now,  that  is  our  experi- 
ence.   [Resuming :] 

The  domestic  producer  faces  several  factors  which  defeat  him  at 
the  outset  of  any  such  contest.  The  oil  field  worker,  skilled  and 
unskilled,  is  paid  the  highest  wages  of  any  industry  in  peacetime. 
And  let  me  tell  you,  in  addition  to  that,  they  are  all  of  good  old 
American  stock.  They  are  recruited  from  the  farms  where  the  oil 
is  produced,  and  in  the  oil  fields  you  find  good  American  citizens  that 
believe  in  the  fundamental  principles  upon  which  this  Government 
is  founded.     That  is  my  experience  with  them. 

Senator  Moore.  They  are  provided  with  the  best  living  conditions, 
also,  I  think  you  would  find,  would  you  not  ? 

Mr.  Franklin.  Yes. 

Foreign  crude  and  fuel  oil  enters  our  markets  without  paying  taxes 
(except  the  now  reduced  excise  tax  of  one-fourth  cent  per  gallon)  to 
support  the  Government  of  the  United  States,  the  States  and  the 
political  subdivisions  thereof,  whereas  the  domestic  oil  industry  is  one 
of  the  most  heavily  taxed  of  any  industry,  paying  first  in  most  of 
the  States  a  gross  production  or  severance  tax  of  4  to  10  percent  of 
the  receipts  from  oil  and  gas  produced,  a  State  and  Federal  gasoline 
tax,  a  State  income  tax,  a  Federal  income  tax,  an  ad  valorem  tax,  a 
capital  stock  tax,  and  other  taxes  too  numerous  to  mention. 

Now,  it  is  easy  to  raise  money  from  the  oil  industry.  Every  State 
legislature  in  any  oil-producing  State,  when  they  want  to  raise  more 
money  for  some  worthy  cause,  will  look  around  to  see  where  it  can  be 
done  with  the  least  objection  and  the  most  effective  and  the  easiest 
way  to  collect,  and  at  each  succeeding  session  of  the  State  legislature 
an  attempt  is  made  to  raise  the  gasoline  tax  or  the  gross  production 
tax  on  crude  oil,  and  that  takes  in  Oklahoma.  The  gross  production 
tax  in  Oklahoma  has,  in  many  years,  paid  all  the  expenses  of  State 
government  so  that  it  has  been  unnecessary  to  have  an  ad  valorem 
tax  for  State  purposes. 

Another  factor  is  the  matter  of  geology  and  physical  forces  which 
formed  and  stored  petroleum  in  the  natural  reservoirs.  The  foreign 
oil  fields  which  have  contributed  most  to  the  import  stream  entering 
this  country  have  been  of  the  large  volume  per  well  type.  Competi- 
tion with  production  from  fields  of  this  type  tends  to  undermine 
and  destroy  our  conservation  program  now  recognized  as  being  so 
valuable  to  our  national  safety.  The  advantage  of  big  volume  wells  in 
respect  to  cost  has  been  greater  in  more  recent  years  because  of  the 
conservation  policy.    Under  this  policy  production  rates  per  well 
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have  been  held  at  levels  which  would  make  effective  use  of  reservoir 
energy  and  thus  add  to  the  total  ultimate  recovery.  Thus  it  is  seen 
that  competition  with  foreign  oil  on  even  terms  could  be  made 
possible  only  by  reduction  of  domestic  costs  to  the  level  of  those  in 
foreign  fields  which  would  mean  a  substantial  reduction  in  wage  and 
salary  rates  in  the  oil  industry  together  with  reduced  taxes,  and  the 
shutting  down  of  a  great  number  of  wells.  This  is  impractical,  of 
course,  and  it  is  not  in  the  national  interest.  The  only  alternative 
if  the  domestic  oil  industry  is  to  be  kept  alive  and  in  a  healthy  con- 
dition is  protection  from  the  disproportionate  cost  of  foreign  oil. 
That  could  be  accomplished  in  three  ways:  (1)  by  a  subsidy  from 
the  Public  Treasury  to  be  put  on  oil  produced  in  the  United  States, 
which  is  abhorrent  to  the  vast  majority  engaged  in  oil  production  in 
this  country ;  (2)  by  a  tariff  or  excise  tax  which  would  remove  the  cost 
advantage  of  imported  oil;  and  (3)  by  limiting  the  volume  of  im- 
ports.    A  combination  of  these  last  two  is  most  feasible. 

We  are  not  opposing  all  imports.  We  oppose  imports  on  a  scale 
that  will  absorb  too  great  a  part  of  the  market  for  domestic  oil.  The 
cost  of  production  of  imported  oil,  transported  to  our  shores  in  the 
new  type  fast  tank  ships,  is  so  much  less  than  the  cost  of  producing 
oil  in  the  fields  of  the  United  States,  that  eventually,  if  allowed  to 
come  into  this  country  without  reasonable  control,  will  undermine 
and  seriously  cripple,  if  not  destroy,  the  domestic  producing  industry. 

Now,  I  have  another  chart  entitled  "Growth  of  U.  S.  Crude  Oil 
Production  vs.  Production  Estimate  by  Importing  Company."  I 
want  to  illustrate  with  this  chart  just  what  I  mean  about  the  same  old 
line  of  publicity  to  convince  the  people  of  the  country  and  the  author- 
ities of  the  States  and  the  Nation  that  this  is  a  dying  industry.  What 
I  mean  by  "dying  industry"  is  illustrated  on  this  chart.  This  is  from 
an  address  delivered  by  a  prominent  official  of  one  of  our  great  im- 
porting oil  companies.  He  takes  a  look  at  the  future.  He  prognosti- 
cates the  amount  of  domestic  production  which  will  be  needed  up  to 
the  year  1965.  He  shows  that  commencing  in  1946  we  drop  right  down 
from  our  existing  production  to  about  4,200,000  barrels  a  day.  There 
is  a  slight  increase  then  up  to  1950,  and  then  domestic  production,  he 
says,  will  necessarily  decline  to  4,000,000  barrels  by  1965. 

Now  here  is  the  report  on  what  the  demand  will  be  over  the  next 
20  years,  how  it  will  increase  (indicating).  Here  is  your  normal 
growth  running  up  to  7,000,000  barrels  in  1965.  But  where  is  that 
oil  going  to  come  from  ?  It  is  the  same  old  story.  If  we  keep  up  with 
it  we  want  to  be  able  to  find  the  new  reserves  necessary  to  keep  up  our 
production.    If  we  do  not,  we  will  have  to  furnish  it  by  imports. 

The  Chairman.  This  chart  seems  to  show,  Mr.  Franklin,  that  not 
until  1943  did  daily  production  in  the  United  States  reach  or  exceed 
4,000,000  barrels.  It  has  exceeded  that  figure  only  in  3  years — 
1943, 1944,  and  1945.  According  to  this  estimate,  the  daily  production 
in  the  United  States  will  fall  offln  1950  to  about  4,000,000  barrels,  and 
thereafter  until  1965  it  will  sort  of  level  off  at  somewhere  near  that 
figure. 

Mr.  FRANKI.IN.  Yes.  « 

The  Chairman.  Whereas  the  demand,  which  I  take  it  is  indicated 
by  the  line  labeled  "Normal  Growth",  is  likely  to  continue  to  increase 
until  1965  it  will  reach  an  average  requirement  of  about  7,000,000 
barrels  daily. 
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Mr.  Franklin.  That  is  right. 

The  Chaieman.  So  that,  according  to  this  estimate,  the  United 
States  will  have  to  depend  upon  foreign  sources  of  oil  for  its  require- 
ments above  approximately  4,000,000  barrels  in  the  future. 

Mr.  Fkanklin.  That  is  what  this  chart  tends  to  indicate,  and  I 
again  wish  to  challenge  it,  as  I  challenged  it  after  the  other  World 
War.  I  say  if  you  give  us  an  economic  climate  in  which  we  can 
operate  we  will  go  ahead  and  produce  the  oil  in  this  country  that  we 
need  and  remain  safe.  This  is  the  same  thing  we  have  had  before,  as 
I  have  already  said. 

We  will  need  some  imports  from  time  to  time,  and  I  do  not  oppose 
the  necessary  imports,  but  I  do  not  want  this  Government  to  adopt 
a  policy  which  means  the  death  of  the  petroleum  industry.  When  you 
cease  to  grow  you  begin  to  die.  That  picture  is  a  picture  of  a  dying 
oil  industry  in  this  country  just  as  sure  as  the  sun  rises,  and  I  do  not 
like  that  kind  of  a  picture. 

Now,  I  have  more  information  along  that  line,  but  I  will  not  take 
any  more  of  your  time. 

Mr.  Jacobsen.  Might  I  make  a  slight  observation  regarding  the 
remark  you  made,  Mr.  Chairman  ? 
The  Chairman.  Yes,  certainly. 

Mr.  Jacobsen.  You  said  this  indicates  that  by  1965  we  will  be  de- 
pendent on  foreign  imports  for  the  difference  betAveen  4,000,000  barrels 
a  day  and  7,000,000  barrels  a  day.  I  would  like  to  make  the  modifica- 
tion that  that  is  subject  to  the  advances  that  may  be  made  in  hydro- 
genation  of  coal,  for  instance,  or  conversion  of  gas.  In  other  words, 
as  I  take  it,  this  is  an  estimate  of  crude  oil  production.  If  the  refining 
technology  continues  to  advance  during  the  next  20  years,  as  it  will, 
undoubtedly  a  considerable  portion  of  the  difference  will  be  taken  up 
by  oil  produced  from  shale,  from  gas,  or  from  coal. 

The  Chairman.  I  was  merely  trying  to  interpret  the  chart  in  my 
own  words  and  not  make  any  statement  with  respect  to  our  possibilities 
of  increasing  production. 
Mr.  Jacobsen.  Quite  right. 

The  Chairman.  Since  you  have  raised  the  question,  I  think  it  should 
be  pointed  out  that  the  Congress,  carrying  out  the  recommendation 
from  the  Department  of  the  Interior,  from  Secretary  Ickes,  passed  a 
bill  providing  for  demonstration  plants  in  the  synthetic  oil  industry, 
in  order  to  make  the  fullest  possible  utilization  of  all  of  our  resources 
for  the  devolopment  of  oil.  In  other  words,  the  purpose  of  that  bill 
was  not  to  put  the  Government  in  competition  with  the  petroleum  in- 
dustry, but  to  have  the  Government  carry  on  now  the  experimentation 
in  the  development  of  a  commercial  product  from  shale  and  coal,  which 
would  not  be  undertaken  in  the  ordinary  course  of  private  commercial 
activity  until  the  private  organizations  were  driven  to  it  by  necessity. 
In  other  words,  the  synthetic  fuel  law  is  a  provision  for  safeguarding 
the  future,  for  preventing  the  country  from  being  caught  without 
adequate  prepartion  to  meet  whatever  eventually  may  turn  out, 

Mr.  Franklin.  I  think  that  is  a  very  good  instance  of  the  kind  and 
type  of  help  the  Federal  Government  can  give  to  industry.  I  very 
much  approve  that  action  and  the  plan  of  operations  to  develop  our 
oil  shales  and  coal  to  make  synthetic  oil  pending  the  time  when  we 
will  need  it.    In  one  deposit  alone  in  Colorado  and  Utah,  on  the  line 
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near  DeBeque,  Colo.,  there  is  a  small  deposit  that  experts  say 
contains  80  billion  barrels  of  recoverable  oil. 

The  Chairman.  Let  us  not  omit  Wyoming  from  that  list. 

Mr.  Franklin.  It  does  extend  up  into  Wyoming,  the  same  deposit. 
I  have  visited  it. 

Senator  Willis.  Have  you  any  idea  about  the  cost  of  recovery  from 
shale  as  compared  to  the  drilling  process  ? 

Mr,  Franklin.  It  has  been  stated  recently  that  they  can  produce  it 
now  for  about  $2.25  per  barrel.  Whether  that  oil  is  of  the  same  quality, 
that  is,  whether  it  has  the  same  refining  properties  as  some  of  our 
higher  grade  oil  from  wells,  I  am  not  advised. 

The  Chairman.  The  demonstration  plant  at  Rifle,  Colo.,  is  just 
getting  into  operation,  Senator. 

Senator  Willis.  You  haven't  got  the  figures  yet  ? 

The  Chairman.  I  haven't  had  the  official  report,  but  it  has  been  my 
understanding  that  it  is  moving  along  very  successfully  and  that  the 
outlook  is  very  much  better  than  was  anticipated  for  low  cost,  compara- 
tively low-cost  production. 

Senator  Willis.  But  the  comparative  costs  have  not  yet  been  an- 
nounced ? 

The  Chairman.  No. 

Mr.  Franklin.  I  visited  a  plant  making  oil  from  shale  in  1931.  I 
spent  several  days  there.  It  was  put  up  to  make  oil  from  shale.  I 
witnessed  all  the  operations,  but  at  that  time  it  was  costing  the  man 
who  had  invented  that  process — a  man  by  the  name  of  Harry  Brown 
of  Denver — about  $3.50  a  barrel,  and  of  course  he  could  not  operate 
at  that  time  in  competition  with  well  oil. 

Your  committee  has  previously  heard  from  witnesses  of  the  large 
potential  production  now  available  in  many  parts  of  the  world. 
Mr.  William  B.  Heroy,  of  the  Petroleum  Administration  for  War, 
told  you  that  world  production,  exclusive  of  Russian  and  United 
States  production,  averaged  about  1,400,000  barrels  daily  in  1938  and 
that  it  reached  1,850,000  barrels  daily  in  the  middle  of  1945.  Our 
Government,  as  a  war  measure,  gave  all  possible  aid  and  encourage- 
ment to  the  development  of  foreign  fields  and  the  physical  outlets 
for  the  increased  production.  The  war  ended  and  the  necessity  of 
such  high  production  passed,  but  the  supply  has  been  developed;  it 
is  a  legacy  which  gives  our  domestic  industry  great  concern. 

All  the  evidence  concerning  the  Caribbean  region  points  unerringly 
to  long-sustained  capacity  to  produce  more  oil  than  ever  before  in 
history.  That,  of  course,  is  the  logical  source  of  imports  into  the 
United  States,  from  the  standpoint  of  distance  involved.  But  the 
Middle  East,  a  region  widely  publicized  as  possessing  oil  resources  of 
almost  fabulous  greatness,  can,  in  the  opinion  of  students  of  the 
economics  of  this  situation,  export  oil  to  the  United  States  in  com- 
petition with  our  domestic  production.  Concerning  Russia  we  know 
little.  Our  Department  of  Commerce  some  time  ago  suggested  that 
Russia  may  become  an  exporter  of  oil,  and  articles  published  by  that 
department  have  said  that  discoveries  made  by  Russia  have  in  recent 
years,  some  of  them  during  wartime,  added  enormously  to  the  known 
reserves  of  that  country. 

Mr.  Fraser.  Although  we  know  little  about  Russia,  maybe  we 
know  enough. 
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Mr.  Franklin.  Yes.  Before  the  excise  tax  was  passed  in  1932 
Russia  did  export  several  tankers  of  gasoline  to  Detroit,  where  it  was 
put  on  the  market  at  5  cents  a  gallon  less  than  our  domestic  gasoline. 

In  the  light  of  all  available  evidence  there  can  be  no  doubt  that  the 
world  supply  of  oil,  known,  developed  and  capable  of  being  imme- 
diately produced,  is  far  greater  than  the  demand.  The  best  and  most 
highly  concentrated  market  in  the  world  is  the  United  States.  There 
are  three  automotive  vehicles  here  for  each  one  outside  the  United 
States.  The  superiority  in  consumption  is  even  greater.  The  domestic 
industry  has  through  competitive  effort  made  petroleum  products 
available  for  a  price  that  enables  any  owner  to  use  his  car  every  day, 
not  occasionally.  Taxes  derived  in  large  part  from  petroleum  have 
built  a  system  of  highways  that  are  without  parallel  in  any  other 
country.  Facilities  for  distributing  products  have  been  installed  in 
such  profusion  that  the  consumer  need  spend  only  a  few  cents  at  a 
time  and  still  find  a  source  of  supply  whenever  he  requires  it. 

This  market  is  one  to  attract  the  envy  of  those  producing  nations 
which  lack  outlet  at  home.  It  is  one  which  must  surely  inspire  the 
yearning  of  those  companies  with  a  large  developed  foreign  produc- 
tion and  limited  outlet  in  markets  contiguous  to  that  production. 

There  is  the  developed  production  and  here  is  the  market — if  we 
wish  to  disregard  the  effect  upon  our  domestic  economy  and  our 
national  security.  Your  committee  has  already  heard  ample  testi- 
mony on  the  adequacy  of  the  means  of  transportation.  We  have  built 
a  great  tanker  fleet,  some  under  private  auspices  and  much  of  it  with 
public  funds.  A  policy  of  disposal  of  the  Government-owned  surplus 
tankers  is  being  formed  by  the  Congress.  There  are  ships  now  avail- 
able to  transport  enough  oil  to  demoralize  the  oil  industry  of  the 
United  States. 

The  time  for  decision  as  to  the  course  which  shall  be  followed  is 
at  hand.  Imports  already  have  reached  an  average  much  higher 
than  in  any  recent  year.  A  pattern  once  established  continues  until 
somebody  does  something  about  it.  It  would  not  be  long,  under  a 
program  of  steady  increase  in  imports,  such  as  we  have  witnessed 
in  the  recent  past,  before  the  domestic  oil-producing  industry  would 
begin  to  feel  the  effect,  either  in  a  reduction  in  the  already  non- 
compensatory price  for  crude  oil,  or  reduction  in  a  volume  which 
the  domestic  producer  can  sell. 

The  first  impact  of  large  volume  imports  would  naturally  fall  on 
the  so-called  stripper  well  fields.  They  have  a  small  daily  production 
per  well  and  have  the  highest  cost.  Collectively,  they  represent  about 
three-fourths  of  all  the  producing  oil  wells  in  the  United  States  and 
the  recoverable  reserve  is  on  the  order  of  4  to  5  billion  barrels,  apply- 
ing secondary  recovery  methods  which,  under  prevailing  prices,  are 
not  possible  in  many  of  the  fields  This  class  of  reserves  increases 
constantly  as  once  large  wells  decline  and  finally  become  strippers. 
It  is  in  the  national  interest  that  this  class  of  domestic  reserves  be 
kept  actively  functioning.  For  one  thing,  they  are  the  mainstay  of 
hundreds  of  communities. 

Now  for  fear  that  I  might  have  been  misunderstood  in  what  I 
said  yesterday  about  subsidies,  I  am  fundamentally  opposed  to  any 
subsidy  by  the  Government  in  peacetime.  Although,  as  Mr.  Carper 
said,  the  pressure  maintenance  in  his  field  is  considerable,  I  would 
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rather  forego  the  subsidy,  if  this  country  can  do  away  with  subsidies 
altogether,  than  to  have  the  benefit  of  it. 

I  think  the  effective  way,  and  the  only  way,  under  our  system  of 
enterprise  and  our  form  of  Government,  and  under  the  fundamental 
principles  which  have  heretofore  endured  before  this  war  brought 
on  the  subsidy  problem,  is  for  an  adequate  price  for  oil.  I  was  getting 
a  subsidy  of  17  cents  a  barrel.  The  price  of  oil,  as  was  shown  here 
yesterday  when  Mr.  Byrd  testified,  according  to  the  commodity  index 
of  the  Department  of  Labor,  was  only  about  61  percent.  Everything 
else  has  gone  above  parity.  Talk  about  holding  the  line !  We  have 
never  even  been  inside  of  the  line. 

How  could  it  be  inflationary  to  increase  the  price  of  crude  oil 
until  it  would  be  increased  above  parity,  as  nearly  everything  else 
has  been  ?  While  oil  during  the  war  was  the  single  commodity,  the 
most  indispensable  commodity  for  the  winning  of  the  war,  it  was 
the  only  one  where  the  price  was  held  steadfast  throughout  the  war, 
without  any  relief  whatever  regardless  of  increasing  costs. 

Now  I  take  it  that  if  you  maintain  a  subsidy  you  will  have  to 
maintain  price  control.  iTou  cannot  have  your  cake  and  eat  it.  I  do 
not  believe  in  price  controls  whenever  the  production  of  a  commodity 
equals  or  exceeds  the  consumptive  demand.  That  situation  had  been 
brought  about  months  ago  in  the  oil  industry,  and  there  is  no  longer 
any  excuse  for  maintaining  price  controls  in  the  oil  industry  by  any 
conceivable  formula.  Therefore  1  oppose  subsidies  for  oil,  the  same 
as  I  opposed  them  on  everything  else,  although  it  is  against  my  own 
interests. 

Mr.  Frasee.  Mr.  Jacobsen,  do  you  share  Mr.  Franklin's  views  on 
subsidies  ? 

Mr.  Jacobsen.  Well,  I  do  to  this  extent,  that  I  am  against  a  sub- 
sidy for  any  industry,  whether  you  take  them  singly  or  all  together. 
I  would  not  say  that  I  would  want  a  subsidy  in  the  oil  industry  if 
they  have  it  in  other  industries.  Even  if  they  do  have  it  in  other 
industries  I  still  would  not  want  a  subsidy  in  the  oil  industry.  I 
think  the  subsidies  are  bad.  I  think  they  are  uneconomic,  as  I  ex- 
plained yesterday.  I  think  they  put  a  premium  on  inefficiency,  and 
I  am  agin'  them. 

Mr.  Franklin.  Pardon  me  fOP  taking  so  much  time  on  that,  but 
I  was  afraid  I  did  not  make  myself  exactly  clear  yesterday. 

The  Chairman.  I  think  you  made  yourself  very  clear,  Mr.  Franklin. 

Mr.  Franklin  (resuming).  Under  a  program  of  wise  usage  of 
domestic  reserves  we  will  keep  on  adding  to  reserves.  Discovery  is  a 
function  of  use.  Demand  for  oil  spurs  exploratory  activity.  Thus  we 
have  spread  the  production  of  oil  throughout  the  history  of  the  in- 
dustry from  the  first  producing  State  to  25  others — some  of  the  newer 
ones  of  which  are  apparently  on  the  threshold  of  becoming  important. 
All  except  six  are  of  considerable  importance  both  locally  and 
nationally. 

It  is  fortunate  for  the  consumer  that  there  is  wide  distribution  of 
the  known  reserves  of  oil  in  the  United  States.  The  oil  products 
are  thus  more  available  to  consumers  than  would  be  the  case  if  the 
supply  came  from  a  centralized  source.  Should  we  get  into  a  posi- 
tion of  dependence  on  foreign  oil  the  search  for  new  fields  would  be 
curtailed,  and  perhaps  almost  ended,  and  the  higher-cost  producing 
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properties  would  be  shut  in  or  abandoned,  as  low  price  invariably 
leads  to  the  sale  of  equipment  salvaged  from  producing  wells.  Thus, 
the  supply  of  oil  for  inland  refineries  would  decline.  Only  a  few  of 
the  refining  companies  in  the  United  States — a  bare  half  dozen — are 
in  position  to  import  foreign  oil. 

We  in  the  producing  industry  do  not  fear  the  bogey-man  of  ex- 
haustion of  our  oil  resources.  We  do  fear  that  we  shall  not  be  en- 
couraged to  find  and  develop  them.  We  believe  that  great  reserves 
await  discovery.  There  is  much  unexplored  area  in  the  United  States, 
as  I  have  already  stated.  On  this  subject  your  committee  has  already 
heard  eloquent  and  convincing  testimony. 

What  I  would  emphasize  at  this  time  is  the  sound  principle  that 
the  domestic  oil  industry  should  be  given  the  first  opportunity  to 
supply  the  petroleum  needs  of  the  United  States.  Upon  this  principle 
depends  the  present  welfare  and  the  future  security  of  our  Xation. 

The  domestic  oil  industry  has  given  thorough  consideration  to  the 
question  of  imports  of  petroleum  and  petroleum  products.  There  is 
little  difference  of  opinion  as  to  what  is  the  best  policy  for  the  Nation. 
This  policy  is  clearly  enunciated  and  sharply  outlined  in  two  resolu- 
tions which  are  attached  to  this  statement. 

The  first  resolution  is  that  of  the  Independent  Petroleum  Associa- 
tion of  America,  which  was  adopted  to  the  annual  meeting  of  the 
membership  at  Tulsa,  Okla.,  October  IT,  1945  {infra,  this  page) . 

The  second  of  the  two  resolutions  was  adopted  on  October  2i,  1945 
by  the  Petroleum  Industry  War  Council,  created  by  the  Petroleum 
Administrator  for  War  as  advisory  to  him,  but  now  dissolved 
(m/ra,  p.  173) .  It  was  composed  of  representatives  of  the  large  inte- 
grated oil  companies  as  well  as  of  small  companies,  of  companies 
with  foreign  holdings  who  import  oil,  and  those  whose  operations 
are  entirely  within  the  United  States. 

This  Council  declared  that  in  the  public  interest  and  in  the  interest 
of  maintaining  national  security  it  should  be  the  policy  of  this  Nation 
to  restrict  amounts  of  imported  oil  to  such  quantities  as  will  not 
disturb  or  distress  the  producing  end  of  the  domestic  industry  and 
only  such  amounts  of  oil  should  be  imported  as  may  be  absolutely 
necessary  to  augment  our  domestic  production  when  it  is  produced 
under  conditions  consonant  with  good  conservation  practices. 

(The  resolutions  submitted  by  Mr.  Franklin  are  as  follows:) 

REEOLUTIO??   RECOilMENDED   BY   THE    QlL   AND   GaS    PbODUCTION    COMMITTEE   OF   THE 

Independent  Peetoletm  Association  cf  Amep.ica  and  Adopted  at  the  Annual 
Meeting  of  the  Association,  Octobeb  17,  1945 

Whereas  for  many  years  some  have  urged  the  reservation  of  our  natural 
petroleum  resources,  rather  than  their  true  conservation,  through  the  mis- 
understanding that  there  is  a  shortage  of  petroleum  resources  in  the  United 
States ; 

And  whereas  in  1929  a  conference  under  Federal  auspices  was  called  at 
Colorado  Springs  to  consider  the  conservation  of  our  natural  petroleum 
resources ; 

And  whereas  at  that  conference  many  in  Grovernment  and  some  in  industry 
advocated  the  principle  of  withholding  the  reserves  of  crude  petroleum  in  the 
United  States  for  future  use  and  the  importing  of  crude  i)€troleum  and  its 
products  for  our  current  needs  ; 

And  whereas  if  such  a  program  had  been  adopted  it  would  have  drastically 
reduced  the  incentive  to  explore  for  and  develop  new  crude  oil  reserves  in  this 
country,  as  a  result  of  which  it  would  have  been  impossible  during  the  period 
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between  1929  and  1941  to  build  up  the  large  proven  reserves  of  crude  oil  and  the 
excess  productive  capacity  which  proved  to  be  a  decisive  factor  in  the  winning 
of  World  War  II ; 

And  whereas  many  are  again  recommending  reservation  of  petroleum  resources 
in  this  Nation  and  advocating  a  policy  of  supplying  our  needs  with  imports ; 

And  whereas  the  petroleum  resources  of  the  United  States  are  adequate  to 
meet  the  requirements  for  domestic  use  and  a  proper  portion  of  the  export 
market ; 

And  whereas  the  oil  producers  of  this  Nation,  under  Government  restrictions, 
have  had  inadequate  materials  and  labor  and  an  insufficient  price  for  their 
product  during  the  war  period :  Now,  therefore,  be  it 

Resolved,  That  the  Oil  and  Gas  Production  Committee  of  the  Independent 
Petroleum  Association  of  America,  in  meeting  assembled  at  Dallas,  Tex.,  on  the 
20th  day  of  August  1945,  recommends  to  the  membership  of  the  Independent 
Petroleum  Association  of  America  that  they  stress  the  fact  that  the  oil  producers 
of  this  Nation  should  be  given  an  opportunity,  with  adequate  tools  consisting 
of  necessary  materials  and  labor,  an  adequate  price  and  a  sound  tax  program, 
to  continue  to  discover,  develop,  and  make  available  ample  supplies  of  petroleum 
and  petroleum  products  for  present  and  future  use  before  consideration  is  given 
to  furnishing  the  needs  of  our  Nation  through  imported  oil ;  And  be  it  further 

Resolved  that  the  domestic  industry  should  always  have  the  first  opportunity 
to  supply  the  petroleum  needs  of  the  United  States  at  fair  prices.  If  at  any 
future  time  imports  are  necessary  to  supplement  the  domestic  supply  they  should 
be  only  in  amounts  required  to  furnish  adequate  Government  and  civilian  require- 
ments. They.should  not  be  in  quantities  that  would  be  harmful  to  the  domestic 
industry ;  Ajid  be  it  further 

Resolved  that  the  Congress  of  the  United  States  be  requested  and  urged  to 
take  such  action  to  restrict  imports  in  the  manner  referred  to,  either  through 
import  taxes,  import  quotas,  or  through  such  other  procedure  as  it  may  deter- 
mine ;  And  be  it  further 

Resolved,  That  copies  of  this  resolution  be  furnished  to  the  Members  of  Con- 
gress and  to  other  Government  agencies  concerned. 


Resolution  Adopted  isy  Petroleum  Industry  War  Council,  October  24,  1945. 

Whereas  during  the  emergency  just  ended,  in  order  to  meet  accelerated  war 
requirements,  this  Nation  found  it  necessary  to  import  abnormal  quantities  of 
crude  oil  and  refined  products  from  foreign  sources ;  and 

Whereas  the  future  of  the  domestic  petroleum  industry  in  this  country  depends 
on  the  maintenance  of  sufficient  reserves  and  the  productivity  of  its  many  fields, 
thei'eby  enabling  the  industry  to  meet  all  the  requirements  incident  to  an  expand- 
ing domestic  economy ;  and 

Whereas  the  continued  importation  of  large  quantities  of  crude  oil  and  products 
at  prices  below  the  cost  of  production  in  this  country  would  have  a  depressing 
effect  on  exploration,  development,  and  production  in  the  domestic  industry ; 
Now,  therefore,  be  it 

Resolved,  by  the  Petroleum  Industry  War  Council,  assembled  on  this  24th 
day  of  October  1945,  in  Washington,  D.  C,  that  it  does  declare  that  the  publi(? 
interest  and  that  in  the  interest  of  maintaining  national  security  it  should  be 
the  policy  of  this  Nation  to  so  restrict  amounts  of  imported  oil  so  that  such 
quantities  will  not  disturb  or  depress  the  producing  end  of  the  domestic  petroleum 
industry,  and  only  such  amounts  of  oil  should  be  imported  into  this  country  as  is 
absolutely  necessary  to  augment  our  domestic  production  when  it  is  produced 
under  conditions  consonant  with  good  conservation  practices. 

The  Chairman.  Are  there  any  questions? 

Colonel  Wright.  May  I  ask  a  question  ? 

The  Chairman.  Colonel  Wright. 

Colonel  Wright.  Isn't  it  true  that  the  practice  of  the  importing 
companies  has  considerably  changed  in  the  last  ten  years  in  regard 
to  what  they  do  with  the  refined  product  ?  Isn't  it  true  on  the  whole 
now  that  the  valuable  products  are  exported  and  the  residuals,  the 
(iistilhites.  are  left  in  this  countr}^? 
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Mr.  Franklin.  That  is  true  in  the  main.  That  has  always  been  the 
policy,  though.  -M 

Colonel  Wright.  It  used  to  be  that  they  did  sell  most  of  the  valua- 
ble products,  the  gasoline,  and  so  forth,  in  this  country. 

Mr.  Franklin.  They  sold  imported  gasoline  along  the  Atlantic  sea- 
board. As  I  said  awhile  ago,  that  was  one  of  the  reasons  that  the 
understanding  we  had  with  the  Secretary  of  Commerce  did  not  work 
out.  One  of  them  wanted  to  sell  more  of  that  gasoline  along  the  Atlan- 
tic seaboard  and  therefore  failed  to  carry  out  the  request  for  the 
third  quarter.  You  cannot  have  an  understanding  for  imports  which 
would  be  a  violation  of  the  antitrust  laws.  For  them  to  agree  on 
a  quota,  it  must  be  done  under  the  direction  of  the  Government,  either 
by  Congress  or  the  State  Department.  If  the  State  Department  would 
have  authority  to  call  such  a  conference  and  arrange  a  fair  quota  sys- 
tem it  would  be  beneficial  to  all  parties  concerned,  and  I  hope  that  is 
the  way  it  can  be  worked  out. 

Mr.  Fraser.  We  have  had  testimony  that  there  would  be  a  shortage, 
if  there  is  not  now,  of  residual  fuel  oil,  that  we  do  not  get  enough 
here  in  this  country  for  our  needs. 

Mr.  Franklin.  That  was  another  one  of  those  shortages  created 
by  price  ceilings. 

Mr.  Fraser.  You  do  not  think  that  condition  would  exist  in  peace- 
time ? 

Mr.  Franklin.  No.  In  past  years  one  of  the  drugs  on  the  market 
and  a  hard  thing  for  the  independent  refiner  to  get  rid  of  was  his  fuel 
oil,  but  when  you  put  a  price  ceiling  on  it  that  makes  it  noncompensa- 
tory, they  make  the  higher  priced  products.  I  think  it  is  summed  up 
in  what  I  have  already  said.  It  was  a  shortage  created  by  a  price  ceil- 
ingf,  an  artificial  shortage. 

Mr.  Jacobsen.  Mr.  Chairman,  the  Colonel  touched  upon  a  matter 
that  I  would  like  to  emphasize.  It  is  an  important  one.  In  talking 
about  imports  we  really  ought  always  to  deal  with  net  imports,  that 
is  imports  less  exports.  The  import  figure  taken  by  itself  is  not  signifi- 
cant, because  we  could  have,  in  a  certain  period,  a  larger  import  and 
still  have  a  smaller  net  import  by  virtue  of  the  fact  we  had  larger 
exports.  The  significant  figure  is  always  the  net  import  figure,  or  the 
net  export  figure  as  we  had  in  some  years. 

Mr.  Franklin.  I  do  not  agree  with  that  at  all.  From  the  beginning 
of  the  oil  industry  in  this  country  we  have  exported  oil.  We  have 
exported  oil  for  years  before  we  ever  imported  a  barrel.  We  main- 
tained those  markets,  and  will  continue  to  maintain  those  markets 
as  long  as  our  oil  companies  engage  in  exporting  and  are  able  to  hold 
those  markets  against  foreign  competition.  It  does  not  lessen  the 
effect  of  imported  oil  one  iota  if  we  export,  because  we  can  only  export 
to  markets  where  there  is  a  demand  for  specialty  oils  produced  in 
this  country,  like  the  lubricating  oils  from  Pennsylvania.  That  is 
the  reason  they  want  to  take  those  oils,  those  lubricating  oils,  and 
other  specialties. 

Of  course,  in  gasoline  there  is  a  big  export  market  right  now, 
because  the  refineries  in  Europe  were  largely  destroyed  and  are  not 
operated.  We  will  have  a  big  export  market  for  a  limited  time,  and 
then  when  those  refineries  are  rejuvenated,  rebuilt,  and  rehabilitated 
and  are  supplied  with  oil  from  the  Near  East,  we  will  lose  that  export 
market. 
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I  do  not  agree  with  Mr.  Jacobsen  at  all.  « 

Mr.  Jacobsen.  I  do  not  want  to  get  into  an  argument  about  it,  but 
I  still  maintain  the  significant  figure  is  the  net  figure.  That  is  the 
whole  point.  I  am  not  saying  we  should  not  keep  our  export  markets. 
Of  course  we  should. 

The  Chairman.  Mr.  Rayner,  do  you  care  to  make  any  comment  ? 

Mr.  Rayner.  Mr.  Chairman,  I  did  not  come  prepared  to  make  a 
statement.  I  subscribe  to  what  Mr.  Jacobsen  has  said.  I  think  very 
definitely  the  significant  figure  is  the  net  import  over  exports  in  this 
country  that  should  be  considered.  I  think  also  in  that  imports  chart 
some  consideration  should  be  taken  of  the  fact  that  in  the  periods  of 
large  importations  the  war  was  still  going  on  and  we  were  produc- 
ing in  this  country,  as  I  understand  it,  a  maximum  amount  of  oil.  So 
the  military  use,  the  military  necessity  for  importing  oil,  certainly 
did  have  some  bearing  on  the  quantities  imported. 

The  Chairman.  It  was  not  my  intention  to  invite  you  into  the 
debate  between  Mr.  Franklin  and  Mr.  Jacobsen,  but  to  give  you  an 
opportunity  to  make  any  expression  you  care  to  on  the  general  sub- 
ject, particularly  with  respect  to  the  policy  of  receiving  full  infor- 
mation. A  very  valuable  suggestion  has  been  made  by  Mr.  Franklin, 
that  in  any  consideration  that  may  be  undertaken  in  the  future  with 
respect  to  oil  and  reciprocal  trade  agreements  an  opportunity  be 
extended  to  the  industry  for  a  very  full  presentation  of  its  point  of 
view.  You  heard  him  make  the  suggestion  about  the  holding  of  the 
conference. 

Mr.  Rayner.  Mr.  Chairman,  I  have  been  under  the  impression  that 
the  Committee  for  Reciprocity  Information  was  the  medium  through 
which  that  full  discussion,  full  information,  would  be  submitted. 

The  Chairman.  The  complaint,  as  I  stated  a  little  bit  earlier,  about 
the  Committee  for  Reciprocity  Information  is  this,  that  when  the 
notice  of  the  intention  to  negotiate  a  reciprocal  trade  agreement  is 
given,  ordinarily  every  commodity  which  is  the  subject  of  trade  be- 
tween the  two  countries  is  included  in  the  notice,  but  the  people  of 
the  United  States  who  are  in  these  various  industries  are  not  actually 
given  any  knowledge  or  notice  of  the  precise  commodities  upon  which 
it  is  proposed  to  negotiate.  So  that  in  the  past,  when  these  hearings 
before  the  Committee  for  Reciprocity  Information  have  been  held, 
representatives  of  domestic  industry  have  gone  before  the  committee 
without  any  knowledge  whatsoever  of  the  negotiations  that  have  pre- 
ceded them. 

Mr.  Rayner.  I  think  that  situation  should  be  corrected.  I  certainly 
approve  of  the  full  and  adequate  and  thorough  investigation  of  any 
subject  on  which  action  is  to  be  taken.  I  think  that  is  why  the  hearings 
before  this  Senate  committee  have  been  very  valuable.  They  are 
certainly  very  instructive  to  me.  I  am  not  aware  of  the  activities  of 
the  Committee  for  Reciprocity  Information,  but  I  thoroughly  agree 
with  what  you  say  about  it.  If  their  functions  are  such  as  to  limit 
debate,  or  to  stifle  it  in  any  way,  I  think  it  should  be  corrected,  and 
I  think  only  by  a  full  hearing  on  any  subject  can  the  right  legislation 
be  enacted. 

The  Chairman.  I  think  that  will  be  a  very  encouraging  statement 
to  the  members  of  the  audience. 
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Mr.  Fell.  Yes,  indeed.  I  assume  what  Mr.  Kayner  means  by  that 
is  that  all  parties  of  interest  should  have  available  to  them  the  testi- 
mony of  other  parties  of  interest.  In  other  words,  that  nobody  should 
be  permitted  to  put  any  information  in  that  is  not  available  to  the 
opposing  side  and  which  they  do  not  have  an  opportunity  to  answer. 

Mr.  Rayner.  I  am  not  aware  of  the  rules  of  procedure  affecting 
the  activities  before  the  Committee  on  Reciprocity  Information,  but 
in  general  principle  I  would  say,  just  as  I  have  said,  that  certainly  full 
and  adequate  information  should  be  secured  on  all  subjects. 

Mr.  Fell.  The  rules  could  be  changed,  I  suppose.  I  suppose  they 
are  made  by  the  State  Department  and  they  could  be  changed. 

The  Chairman.  The  position  of  the  industry  I  think  may  be 
summed  up  in  Woodrow  Wilson's  famous  phrase  of  "Open  agreements 
openly  arrived  at." 

Mr.  Fraser,  who  watches  every  word,  calls  my  attention  to  the 
fact  that  Mr.  Wilson's  word  was  "covenants,"  not  "agreements."  I 
changed  it  to  "agreements,"  because  we  are  dealing  with  agreements. 

Your  next  witness,  Mr.  Fell. 

Mr.  Fell.  Our  next  witness  will  be  Mr.  Dow. 

STATEMENT  OF  FAYETTE  B.  DOW,  OF  WASHINGTON,  D.  C,  REPRE- 
SENTING THE  NATIONAL  PETROLEUM  ASSOCIATION;  WESTERN 
PETROLEUM  REFINERS  ASSOCIATION 

Mr.  Dow.  Mr.  Chairman,  I  have  already  been  introduced  by  Colonel 
Fell,  so  I  will  proceed  immediately. 

The  Chaiman.  Mr.  Dow,  we  are  happy  to  hear  you. 

Mr.  Dow.  I  prepared  a  short  preface  to  my  statement  for  reasons 
indicated  therein. 

These  hearings,  dealing  with  various  phases  of  the  oil  industry, 
were  begun  while  World  War  II  was  in  progress  and  have  been  held 
at  intervals  over  a  considerable  period  of  time.  My  statement  on 
the  independent  refiner  was  prepared,  on  request,  some  months  ago  in 
essentially  its  present  form.  It  was  not  intended  to  be,  and  is  not,  a 
statement  of  the  economic  conditions  confronting  the  petroleum  re- 
finer, small  or  large,  at  any  particular  time  in  the  history  of  refining. 
Any  statement  which  attempted  to  do  that,  and  no  more,  might  be 
out  of  date  and  untrue  in  such  a  relatively  short  time  as  to  have  little 
enduring  value. 

But  it  will  not  be  out  of  keeping  with  the  general  character  of  my 
statement  to  indicate  briefly  what  has  happened  since  VJ-day  and 
how  it  has  affected  the  independent  refiner,  in  fact  the  refining  business 
as  a  whole.  The  beginning  of  the  war  period  found  petroleum  prices 
at  a  low  level,  by  any  standards  of  comparison,  and  they  were  frozen 
there,  so  far  as  freedom  to  increase  them  without  Government  ap- 
proval is  concerned.  The  profits  of  the  war  period  were  made,  not 
by  price  but  by  volume.  The  Government-at-war  was  the  urgent, 
dominant,  and  largest  buyer.  During  the  war  new  production  of 
automotive  equipment  of  all  kinds  for  civilian  use  was  stopped  or 
reduced  to  insignificant  quantities.  Existing  automotive  equipment 
was  worn  out  and  scrapped  to  the  extent  of  millions  of  units.  Within 
a  few  weeks  after  the  war  ended,  the  demand  for  gasoline,  which  ac- 
counts for  almost  half  of  the  barrel  of  crude  oil,  and  is  the  cash  crop 
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for  the  greater  part  of  the  industry,  began  to  drop  sharply,  inventories 
started  to  rise  to  record  levels,  and  the  gasoline  price  structure  ex- 
perienced an  as  yet  uninterrupted  decline,  in  response  to  these  demand- 
supply  relationships.  The  Government  ceilings  on  gasoline,  low  as 
they  are,  and  still  applicable  on  paper,  mean  nothing.  They  are  no 
longer  attainable.  During  the  same  period  price  ceilings  on  some 
of  the  heavier  products,  as  to  which  there  have  been,  and  are,  some 
shortages,  have  prevented  the  production  of  quantities  necessary  to 
supply  the  demand.  In  the  meantime,  unit  costs  are  mounting  very 
substantially,  due  to  increases  in  wages,  in  expense  of  maintenance, 
in  cost  of  improvements,  and  due  to  reduced  volume  of  through-put 
and  other  factors.  Financial  statements  covering  recent  months  which 
I  have  received  show  that  many  independent  refining  companies, 
which  operated  with  modest  profits  during  the  war,  are  now  in  the 
red  and  for  the  whole  industry  I  doubt  whether  refining  is  on  the  profit 
side  of  the  dividing  line  between  profit  and  loss. 

At  this  moment,  therefore,  oil  refiners  have  a  free  economy  as  to 
part  of  their  business  and  as  to  the  remainder  are  subject  to  the  minute 
controls  of  Government  price  fixing.  So  far  as  the  oil  industry  is 
concerned,  the  Government  is  overstaying  its  leave  in  the  fixing  of 
prices.  Failure  to  recognize  this  will  postpone  the  processes  of  ad- 
justment that  can  alone  correct  the  conditions,  and  such  failure  will 
bear  hardest  on  the  independent  branches  of  the  business. 

The  Chairman.  Mr.  Dow,  I  think  that  is  a  very  clear  and  succinct 
statement  of  a  condition  in  the  industry  which  has  been  represented 
to  me  as  existing  for  some  time  past.  I  wonder  if  we  might  invite 
Mr.  Eeppert  at  this  point  to  join  the  discussion? 

Mr.  Dow.  Before  he  does  that,  may  I  add  one  thing  which  I  in- 
tended to  add  to  my  statement?  There  have  been,  in  the  last  few 
days,  some  increases  in  heavy  residual  fuel  prices,  in  asphalt,  tractor 
fuel,  and  so  forth.  Nothing  I  have  said  is  intended  as  criticism  of 
OPA.  I  have  been  twice  a  bureaucrat  myself,  and  I  understand  the 
position  of  men  working  in  Government  service,  working  under  a 
statute  and  carrying  out  policies  that  may  be  made  ,f  or  them. 

The  thing  that  impresses  me  on  this  matter  of  price  fixing  is  the 
matter  of  timing.  Prices  in  business  normally  change  one  way  or 
another  with  rapidity.  They  cannot  wait  for  the  months  of  con- 
sideration, the  filing  of  briefs,  and  that  sort  of  thing,  which  the 
Government  bureau  has  to  give  to  it. 

I  want  to  illustrate  that  in  a  field  that  is  outside  the  petroleum 
field.  The  Government  is  committed  permanently  to  price  fixing 
in  the  matter  of  transportation,  that  is,  freight  rates  under  the  Inter- 
state Commerce  Commission's  jurisdiction.  After  the  railroads  were 
returned  to  their  owners  following  World  War  I,  they  said  that  they 
needed  more  money  and  they  asked  for  substantial  increases.  Now, 
everyone  was  entitled  to  be  heard,  of  course,  and  hearings  were  held, 
briefs  were  submitted  and  arguments  made,  and  finally  a  new  schedule 
of  .freight  rates  went  into  effect  which  increased  rates  in  the  entire 
eastern  section  of  the  United  States  by  40  percent,  and  interterritori- 
ally  by  33%  percent,  which  were  very  large  increases.  Those  freight 
rate  increases  became  effective  on  August  5, 1920. 

In  the  meantime,  commencing  in  May  1920,  prices  of  commodities 
had  begun  to  fall,  and  all  along  the  line  they  fell  throughout  1920. 
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Petroleum  prices  began  to  fall  in  January  1921  and  continued  to  fall 
throughout  the  first  half  of  that  year.  Crude  oil  in  the  mid  continent 
field  dropped  from  $3.50  to  $1.50,  and  Pennsylvania  crude  from  $6.10 
to  $3,  and  so  forth.  AVliat  that  meant  was  this,  that  it  was  a  time  when 
industry  had  on  its  shelves  goods  which  had  been  made  at  a  high  cost 
of  materials,  and  was  in  the  process,  necessarily,  of  selling  those  goods 
at  descending  prices,  and  it  was  confronted  all  of  a  sudden  with  these 
large  increases  in  the  cost  of  distribution  of  those  goods  through  these 
higher  freight  rates.  Now,  if  that  increase  in  transportation  cost  on 
an  even  more  moderate  level  could  have  been  made  two  years  earlier, 
then  the  Government  would  have  had  some  money  to  compensate  it 
in  part  for  the  cost  of  Government  operation  and  control,  and  the 
railroads  would  have  had  some  money  out  of  which  to  pay  for 
rehabilitation  of  their  property. 

The  timing  was  wrong,  and  it  was  badly  wrong,  and  I  do  not  see 
how  it  is  ever  going  to  be  possible  for  a  Government  department,  even 
though  its  judgment  may  be  the  very  best,  because  of  the  process  which 
it  has  to  go  through,  to  time  the  changes  in  prices  in  such  a  way  as 
not  to  do  the  thing  that  ought  to  have  been  done  sometime  before  at  a 
time  when  it  not  only  made  it  too  small  and  too  late  but  much  too  late. 

Here  we  are  in  a  situation  that  interests  me  from  that  standpoint, 
because  while  the  gasoline  price  structure  since  November  at  the  re- 
finery has  been  declining,  and  still  is — recently  a  small  increase  in  the 
price  of  crude  was  announced — it  comes  against  the  current,  so  far  as 
the  independent  refiner  is  concerned,  and  I  think  so  far  as  the  major 
company  is  concerned  in  its  refinery  operations.  Excuse  me  for  inter- 
rupting.   I  would  be  glad  to  have  Mr.  Reppert  interrupt  my  testimony. 

The  Chairman.  There  can  be  no  doubt  that  in  a  free  economy,  price 
and  all  other  factors  move  automatically  up  to  a  certain  point.  That 
movement  is  interrupted  when  organization  of  any  particular  industry 
tends  to  fall  under  any  degree  of  private  control.  It  is  when  private 
regimentation  of  industry  arises  that  the  public  turns  toward  the 
Government  to  step  in.  Now,  necessarily  any  sort  of  regulation  im- 
pedes the  movement  of  the  free  market  and  does  not  permit  this  timing 
of  which  you  speak.  But  it  is  the  abuse  of  one  type  of  control  that 
leads  to  the  other  type  of  control,  and  our  problem  in  the  postwar 
world  is  to  have  the  largest  possible  amount  of  free  economy,  so  it 
seems  to  me,  without  permitting  the  abuses  to  arise  which  have  been 
so  hard  upon  the  general  public. 

The  question  with  which  we  are  confronted,  however,  is  the  ques- 
tion of  regulation  in  war  and  in  peace,  and  I  think,  in  fact  I  know, 
the  disposition  of  the  Government  is  to  eliminate  the  controls  as 
rapidly  as  possible.  The  immediate  question  raised  by  your  prefatory 
statement,  however,  is  that  having  to  do  with  the  failure  of  OPA  to 
allow  increases  upon  the  heavier  petroleum  products,  although  there 
is  a  big  demand,  while  compelling  the  industry  to  depend  upon  the 
income  derived  from  gasoline,  upon  which  the  ceiling  is  no  longer 
effective.  That  was  the  question  on  which  I  wanted  to  invite  Mr. 
Eeppert's  comment. 

Mr.  Reppert.  Do  you  wish  me  to  comment  now,  sir? 

The  Chairman.  If  you  please,  and  if  it  is  agreeable  to  you.  • 

Mr.  Reppert.  First  of  all,  Mr.  Chairman,  I  would  like  to  say  we 
are  trying  to  withdraw  from  the  price-control  activities  in  the  oil  in- 
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dustry  as  quickly  as  possible.  Mr.  Bowles  recently  wrote  to  Con- 
gressman Patman,  in  response  to  a  letter  he  received,  and  Mr.  Bowles' 
reply,  which  was  made  public,  indicated  OPA's  policy  with  respect  to 
this  industry.  We  are  presently  working  on  a  price-suspension  policy 
which  we  will  have  in  effect,  as  the  letter  stated,  in  not  less  than 
6  months,  possibly  prior  to  June  30.  I  have  every  confidence  that  we 
can  have  it  effective  by  June  30,  and  we  are  working  toward  that  end. 
We  have  realized  for  several  months  that  there  are  factors  that  would 
contribute  to  a  satisfactory  price-suspension  program  in  this  industry. 

The  Chairman.  Do  you  recognize  the  correctness  of  the  diagnosis 
given  by  Mr.  Dow  with  respect  to  pricing  on  the  heavy  petroleum 
products  for  which  there  is  a  demand,  a  demand  which  cannot  be  met 
at  present  ceilings  ? 

Mr.  Reppert.  Yes,  sir.  I  would  like  to  make  a  statement  on  that, 
though. 

The  Chairman.  Proceed. 

Mr.  Reppert.  I  found  after  VJ-day,  when  I  became  active  in  the 
petroleum  part  of  the  price  work,  that  the  industry  had  not  formed 
the  habit  of  contacting  OPA  with  their  problems.  They  always  took 
their  problems  and  were  invited  to  take  their  problems  to  the  Petro- 
leum Administrator  for  War.  I  had  not  had  that  experience  in  my 
4  years  in  OPA  with  other  industries.  I  was  a  little  bit  amazed  at 
the  events  as  they  later  turned  out.  For  instance,  we  had  nothing  to 
do  with  supply  and  distribution  of  petroleum  products;  we  were 
merely  acting  as  the  price  agency.  They  made  recommendations  to  us. 
I  want  to  say  we  always  followed  their  recommendations.  But  to  me 
the  harmful  thing  that  occurred  after  the  war  ended  was  the  fact  that 
neither  PAW,  who  at  that  time  started  to  liquidate  their  affairs,  nor 
the  industry,  came  to  OPA  and  said,  "As  the  result  of  the  end  of  the 
war  we  are  going  to  be  required  to  shift  our  production  on  to  various 
refined  products.  We  are  going  to  require  some  relief  from  this 
strait- jacket  of  prices,"  as  the  industry  puts  it.  "We  will  have  to 
have  higher  prices  for  fuel  oils."  So,  we  were  not  familiar  with  the 
supply  and  distribution  problems.  They  were  handled  entirely  by 
another  Government  agency. 

I  can  assure  you,  and  I  have  told  these  people  repeatedly  that  had 
they  come  to  us  or  had  we  known  that  a  shortage  was  imminent  in 
fuel  oils,  we  would  have  taken  action  ourselves.  But  we  were  not 
advised  until  in  November.  Late  in  November  we  had  a  letter  from 
Mr.  Callis,  who  was  here  yesterday  and  who  is  a  large  distributor 
of  petroleum  products,  saying  he  was  no  longer  able  to  get  kerosene. 
Immediately  we  appointed  what  we  called  the  East  Coast  Fuel  Oil 
Industry  Advisory  Committee  to  tell  us  what  was  wrong.  We  had 
meetings  with  them  in  New  York  on  November  30.  They  made 
recommendations  to  us  on  December  7,  and  I  think  in  a  week  or  10 
days  we  made  adjustments  in  kerosene  and  distillate  prices.  I  am 
trying  to  say  to  you  that  there  is  a  standard  in  OPA  work.  It  has 
always  been  there.  That  is,  where  there  is  a  possibility  of  a  shortage 
and  we  are  required  to  increase  the  price  to  bring  out  the  proper 
supply  of  any  product,  we  have  used  it  many,  many  times.  We  could 
have  used  it  for  the  oil  industry  if  PAW  had  told  us  immediately 
after  VJ-day  of  this  change ;  we  could  have  undertaken  increases  in 
the  price  of  those  oils,  which  we  have  done  since  then,  of  course. 
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But  I  would  say  the  activity  in  the  shortages  that  have  occurred  in 
the  last  3  or  4  months  is  the  principal  reason  why  we  were  not  further 
along  with  our  OPA  control  program. 

Now,  I  might  say  this.  He  speaks  of  the  gasoline  situation.  In 
the  case  of  gasoline  the  producers  and  refiners  went  ahead  after 
VJ-day,  as  indicated  here,  and  produced  gasoline  on  a  large  scale. 
Presumably  the  point  is  made  by  individuals  that  they  produced 
gasoline  on  a  large  scale  because  they  could  get,  or  would  get  a  higher 
price  for  it,  and  for  earnings  reasons  they  were  unable  to  produce 
fuel  oils.     Is  not  that  the  point,  Mr.  Dow? 

Mr.  Dow.  I  think  that  is  a  factor  in  the  situation ;  yes. 

Mr.  Reppert.  They  say  there  is  no  flexibility  there  which  would 
permit  them  to  increase  fuel  oil  prices  so  they  could  produce  a  greater 
volume.     That  is  a  point,  is  it  not  ? 

Mr.  Dow.  I  think  that  is  a  factor  in  the  situation;  yes. 

Mr.  Reppert.  The  strange  thing  to  me  is  if  the  industry  knew  of 
this  extreme  demand  for  fuel  oil  which  came  on  us  this  wmter,  that 
they  would  continue  this  tremendous  production  of  gasoline  which 
has  resulted  in  breaking  the  price  of  gasoline.  I  do  not  see  how,  from 
their  past  experience,  they  could  have  seen  it  would  result  otherwise. 
It  broke  the  price  of  gasoline  to  the  extent  of  three-fourths  of  a  cent, 
which  today  means  about  15  cents  in  sales'  realization  per  barrel  of 
crude  at  oil  refineries. 

You  can  yourself  quickly  realize  what  15  cents, a  barrel  of  the  total 
production  would  mean,  as  to  the  loss  they  are  taking  by  reason  of 
their  pushing  this  gasoline  production.  They  chose  to  do  it  that  way 
while  they  knew  there  would  be  a  shortage  of  fuel  oil,  rather  than 
maintain  the  price  of  gasoline  by  keeping  the  production  somewhat 
in  step  with  demand,  and  coming  to  us  for  adjustments  on  residual 
fuel  oil  prices. 

The  Chairman.  Do  you  mean,  Mr.  Reppert,  that  the  oil  industry 
did  not  present  its  case  to  OPA  after  VJ-day  ? 

Mr.  Reppert.  I  can  say  to  you,  Mr.  Chairman,  that  the  first  indica- 
tion that  our  office  knew  that  there  might  be  a  shortage  in  fuel  oils 
this  winter  was  at  the  time  we  received  this  letter  from  Mr.  Callis, 
which  was  late  in  November  and  about  the  same  time  the  Petroleum 
Adniinistration  for  War  published  their  final  booklet  pointing  out 
to  the  industry  steps  that  they  should  take  to  prevent  shortages  this 
winter. 

In  our  first  meeting,  on  November  30,  with  this  advisory  committee 
we  appointed  in  New  York  State,  Mr.  Stewart  Coleman  as  a  marketing 
economist  said,  "I  do  not  understand  why  the  industry  would  go 
ahead  on  this  sort  of  program,  the  production  of  gasoline,  knowing 
there  is  going  to  be  a  shortage  of  fuel  oil." 

The  Chairman.  The  PAW  was  staffed  almost  exclusively  from 
the  industry? 

Mr.  Reppert.  That  is  true.  I  am  saying  to  you  until  we  received 
the  letter  in  November  from  Mr.  Callis,  until  we  saw  this  report,  OPA 
had  no  knowledge  that  there  was  this  dislocation.  They  never  came 
to  us  and  said,  "We  will  need  these  adjustments,"  because  we  would 
have  made  these  adjustments. 

The  Chairtman.  May  I  ask  you  to  put  into  the  record,  at  your  con- 
venience, at  this  point,  a  statement  showing  the  changes  which  have 
been  made  by  OPA  in  petroleum  prices  ? 
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Mr.  Reppert.  Yes,  sir. 

The  Chairman.  In  oil  products. 

Mr.  Reppert.  Yes,  sir.  May  I  continue?  I  wanted  to  say  some- 
thing about  that. 

The  Chairman.  Yes. 

Mr.  Reppert.  The  commodity  that  is  most  short  today  is  residual 
fuel  oil,  largely  used  by  industry.  Tremendous  demands  have  come 
on  the  industry  from  the  Navy  and  War  Shipping,  because  their  pro- 
grams have  been  extended  terrifically  in  the  last  few  months. 

I  can  illustrate  it  by  saying  that  our  industry  committee,  on  Decem- 
ber 5,  recommended  "that  certain  residuals  should  be  obtained,  and 
within  60  days  after  that  they  adjusted  their  recommendations  20 
percent  because  of  the  demands  of  the  Navy  and  War  Shipping  for 
this  particular  product. 

Generally,  in  the  Gulf  coast  area  in  1941,  the  price  of  residual  fuel 
oil  was  85  cents,  and  I  believe  during  the  war  we  increased  it  to  97  cents. 
This  adjustment  that  we  have  just  made  will  bring  it  up  to  $1.17. 

The  Chairman.  When  does  that  become  effective? 

Mr.  Reppert.  That  was  effective  last  month,  sir.  For  instance,  in 
December  and  again  in  January,  we  increased  the  price  of  kerosene 
and  distillate  fuel  oils,  which  are  the  domestic  side  of  the  business, 
one-half  cent  per  gallon. 

There  is  one  point  that  has  been  made  here  that  I  would  like  to 
mention,  and  it  was  made  again  this  morning.  It  was  in  Colonel  Byrd's 
statement  yesterday.  That  is  in  connection  with  the  parity.  The 
Bureau  of  Labor  Statistics,  in  presenting  its  cost-of-living  data,  as 
you  know,  used  the  year  1926.  I  just  merely  want  to  call  attention 
to  the  fact  that  the  price  of  crude  oil  in  1926  was  $1.88  a  barrel,  and 
it  has  not  come  within  55  cents  of  that  since  that  time. 

I  wish  to  call  attention  to  the  fact  that,  taking  the  average  of  the 
years  1926  up  to  the  beginning  of  the  war,  the  average  price  of  crude 
oil  is  $1,044.  On  that  basis  the  present  parity  is  $1.20,  approximately 
$1.20,  whereas  it  is  $1.07,  as  I  say,  on  the  rest  of  the  commodities. 

The  Chairman.  On  what  basis? 

Mr.  Reppert.  On  the  basis  of  taking  the  average  price  of  crude  oil 
from  1927  through  1941. 

The  Chairman,  Of  course,  that  would  give  a  distorted  average, 
would  it  not,  because  of  the  inclusion  of  the  entire  period  of  the  depres- 
sion ?     I  think  that  is  the  complaint  of  the  industry, 

Mr.  Reppert.  What  I  am  trying  to  say,  Mr.  Chairman,  is  the  use 
of  1926  and  the  $1.88  price  distorts  it  equally  as  much  the  other  way, 
if  not  more  so,  sir. 

The  Chairman.  1926  is  3  years  before  the  top  in  1929,  which  preceded 
the  collapse. 

Mr.  Reppert.  That  is  right.  Right  now  the  average  price  of  crude 
in  the  country  is  approximately  $1.23  a  barrel. 

The  Chairman.  The  important  part  of  your  statement  is  the  declara- 
tion of  the  willingness  of  OPA  to  look  at  the  facts  as  they  exist,  and 
to  review  and  change  the  ceilings  in  the  light  of  the  information  which 
is  obtained. 

Mr.  Repeert.  Yes. 

Mr.  Dow.  May  I  add  one  comment  ? 

The  Chairman.  Yes. 
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Mr.  Dow,  The  Bureau  of  Labor  Statistics  have  been  using  1926  as 
100  for  all  commodities  except  agricultural  products,  which  has  been 
used  for  20  years.  All  the  Government  publications,  in  indicating  to 
the  American  people  the  ratio  of  petroleum  and  other  fuels,  iron,  steel, 
lead,  and  what  not,  right  through  the  commodity  list,  use  1926  as  100. 

Now  the  thing  I  do  not  like — and  I  am  speaking  only  personally, 
because  this  is  not  a  part  of  my  presentation — I  do  not  like  to  have  the 
rules  of  the  game  shifted,  because  they  bring  about  another  result 
when  you  do  shift  them. 

We  experienced  in  the  years  following  1926,  and  particularly  after 
the  bringing  in  of  the  East  Texas  field,  a  long  period  of  depressed 
prices  on  crude  oil  and  its  products,  with  crude  selling  at  one  time  at  a 
posted  price  of  25  cents  and  a  going  market  of  10  cents. 

Now  to  take  that  period  in  the  depression  years  and  looking  at  that 
as  a  base — 1941  prices  look  better,  or  1944  prices  look  better — ^to  my 
mind  is  not  playing  the  game  quite  straight. 

If  1926,  in  connection  with  prices,  was  not  a  fair  base,  then  Gov- 
ernment itself  should  have  taken  some  other  base.  Having  taken  it, 
whatever  it  was,  high  or  low  in  1926,  the  relation  between  what  has 
happened  to  other  commodities  and  what  has  happened  to  oil  is  a  per- 
fectly valid  comparison  on  the  part  of  the  oil  industry. 

I  do  not  like,  frankly,  the  change  in  position  which  Mr.  Keppert 
takes,  in  taking  another  base  and  another  comparison,  when  we  are 
dealing  with  the  comparison  between  petroleum  and  its  products  with 
what  has  happened,  without  a  serious  inflation,  to  the  entire  range  of 
commodities.  It  is  not  quite  straight,  in  my  opinion.  This  is  not  a 
personal  criticism  of  Mr.  Reppert;  it  is  a  criticism  of  a  method  of 
dealing  with  the  situation  which  I,  at  least,  cannot  approve. 

The  Chairman.  In  any  event,  OPA  is  now  attacking  the  problem. 

Mr.  Fell.  If  I  might  add  a  word,  Mr.  Dow,  you  know  and  most 
everyone  knows  that  in  1927  the  great  Seminole  field  came  in ;  in  1929 
the  great  Oklahoma  City  field  came  in ;  and  in  1930  the  great  East  Texas 
field,  the  greatest  field  in  the  country,  came  in.  We  had  depressed 
crude  oil  prices  all  during  that  period  that  he  is  noV  trying  to  take  as  a 
base.  Even  the  former  head  of  the  OPA,  Mr.  Leon  Henderson,  in 
1941  said  we  were  at  depressed  prices  when  we  came  into  the  war.  I 
agree  with  Mr.  Dow.  I  just  do  not  think  it  is  playing  the  game  fairly. 
I  think  if  you  are  going  to  play  the  game  according  to  rules,  let  us  keep 
the  same  rules  and  then  we  will  play  the  game  with  them. 

Mr.  Reppert.  Mr.  Chairman,  I  merely  made  the  point  to  point  out 
to  you  people  that  the  59  or  60  percent  of  parity  is  really  not  a  fair 
statement  of  the  situation  with  respect  to  the  industry  today.  For 
instance,  if  you  will  recall,  the  famous  English  coal  strike  took  place 
in  1926  and  coal  prices  I  think  went  up  to  $5  or  $6.  I  have  handled  the 
coal  industry  for  3  years.  The  coal  industry  could  come  in  today  with 
the  same  sort  of  comparison,  don't  you  see. 

I  would  like  to  change  my  remarks  to  this  extent :  Our  base  period 
in  OPA  for  relating  the  current  operating  position  to  the  base  period 
is  1936-39.  On  that  basis,  sir,  you  are  even  above  the  average  for 
the  country  on  a  parity  basis  with  present  prices. 

Captain  Franchot.  Mr.  Chairman,  I  tliink  I  would  be  remiss  if 
I  did  not  put  a  plug  in  for  the  Navy  on  this  question,  merely  to 
emphasize  the  seriousness  of  it. 
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During  the  first  quarter  of  1946  our  over-all  military  requirements 
were  in  the  nature  of  270,000  barrels  per  day.  We  fell  something 
like  47,000,  at  least,  perhaps  more — the  exact  figures  are  not  in  my 
mind — below  our  requirements,  and  we  had  to  take  it  out  of  stocks 
in  order  to  meet  it.  That  was  partly  due,  of  course,  to  the  fact  that 
the  magnitude  of  the  magic  carpet  had  not  been  realized  until  6  or 
7  months  ago. 

The  situation  of  the  second  quarter,  at  the  present  moment,  is 
much  more  serious.  With  the  additional  demands  put  on  the  military 
by  UNRRA,  which  were  not  originally  contemplated,  the  daily  de- 
mand is  still  in  the  neighborhood  of  270,000  barrels.  As  of  yester- 
day our  shortage,  instead  of  being  47,000  barrels  a  day,  looks  like 
something  in  the  neighborhood  of  167,000  barrels  a  day.  It  is  a 
very  serious  situation.  As  far  as  we  know,  the  bottleneck  is  the 
question  of  the  price  of  the  residual  fuels.  I  am  merely  saying  this 
to  emphasize  the  importance  of  speed  in  the  solution  of  the  problem. 

The  Chairmaist.  Thank  you.  Captain  Franchot. 

Did  you  want  to  ask  a  question,  Mr.  Fraser? 

Mr.  Fraser.  Yes ;  just  one  question.  You  remember,  Mr.  Reppert, 
the  old  saying  that  the  only  way  to  resume  is  to  resume.  1  just 
cannot  fathom  why  there  should  be  a  program  of  releasing  the  oil 
industry  from  its  bondage  that  would  continue  to  June  30.  Why 
cannot  it  be  done  tomorrow,  or  today? 

Mr.  Reppert.  That  is  a  very  good  question,  sir.  I  feel  some  re- 
sponsibility to  the  Office  and  to  the  stabilization  program.  The  only 
way  to  suspend  prices  is  to  see  that  it  is  going  to  be  a  satisfactory 
suspension.  I  do  not  want  to  ever  feel,  for  inflationary  purposes 
that  something  of  this  kind  would  have  to  be  done  in  the  future  again, 
or  it  would  to  any  extent  defeat  the  stabilization  program.  I  can 
assure  you  that  the  things  we  have  in  mind  in  the  office,  that  we 
have  to  do  between  now  and  the  date  that  we  do  suspend  prices — 
and  I  do  not  say  it  is  June  30,  I  say  it  is  as  soon  as  we  can  do  it, 
sir — would,  in  a  sense,  be  favorable  to  the  industry  and  to  the  economy 
of  the  country  as  a  whole,  and  would  lead  to  a  successful  suspension 
program. 

We  certainly  want  to  ascertain  whether  the  refineries  are  always 
going  to  be  able  to  obtain  a  sufficient  supply  of  crude.  I  do  not  know 
to  what  extent  some  statements  that  we  received  are  true,  but  I 
can  tell  you,  in  connection  with  the  residual  shortage,  one  or  two 
very  large  producers  wired  us  and  said  that  the  reduction  of  March 
allowables  had  cut  down  the  amount  of  residual  they  could  produce 
by  something  like  40,000  barrels  a  day.  As  I  say,  I  do  not  know 
that  those  things  are  true  or  whether  it  is  factual  or  general,  but 
I  think  we  will  have  to  find  out  something  more  about  those  things. 

I  say  to  you  had  we  suspended  prices  or  cut  out  price  control  on 
oil  during  the  winter,  that  someone,  including  the  public  and  prin- 
cipally industry,  would  have  had  to  pay  pretty  high  for  these  residual 
products.  We  have  gone  ahead  and  increased  them  just  the  same,  but 
I  think  the  increases  would  have  been  greater. 

I  might  point  out  certain  things  that  happened  in  this  industry 
since  VJ-day,  particularly  in  the  refined  product  end.  They  had  a 
very  excellent  situation  during  the  war,  and  it  dropped  right  out  of 
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the  hat  after  VJ-day.  They  no  longer  had  demands  for  the  volume 
of  the  high-priced  things  that  they  sold  for  war,  like  100-octane 
gasoline,  and  their  realization  dropped  down  very  sharply. 

It  seems  to  me  we  have  to  be  concerned  about  what  is  going  to  take 
place  here  when  price  suspension  happens.  What  is  going  to  happen 
to  crude  production?  How  are  refineries  going  to  be  able  to  absorb 
it  ?    What  is  going  to  happen  at  the  consumer  level  ? 

The  Chairman.  I  could  illustrate  the  last  point,  Mr.  Reppert,  by 
the  experience  that  was  brought  to  my  attention  when  I  was  recently 
at  home,  in  an  altogether  different  field.  A  retail  dealer  in  ice  cream, 
who  all  through  the  war  was  obtaining  what  he  called  his  "mix"  from 
a  processor  who  manufactured  the  mix,  suddenly  found  himself  with- 
out the  supply  which  he  needed  to  handle  his  business,  because  the 
Department  of  Agriculture  had  lifted  food  control,  or  Food  Limita- 
tion Order  No.  8,  which  was  an  order  requiring  processors  to  continue 
to  distribute  their  products  in  the  same  proportion  in  which  they  were 
distributing  it  in  a  certain  base  year.  The  lifting  of  this  order  opened 
the  door  to  the  processor  to  use  all  his  mix  himself,  to  cut  off  his  former 
customers,  and  so  he  was  moving  in  with  his  mix  upon  the  trade  of  his 
former  customers.  The  customer  came  to  me  for  relief  of  some  kind 
or  another,  because  he  said,  "If  I  camiot  get  this  mix,  I  shall  be  driven 
out  of  business."  Then,  he  was  caught  on  the  other  horn  of  the 
dilemma,  which  was  to  make  the  mix  himself,  and  it  would  be  necessary 
for  him  to  have  an  increased  supply  of  sugar.  He  could  not  get  the 
increased  supply  of  sugar  because  of  the  shortage  of  sugar  supplies, 
and  there  was  no  possibility  of  awarding  him  an  increased  ration 
without  taking  it  away  from  somebody  else. 

All  of  which,  it  seems  to  me,  illustrates  the  point  that  there  is  such 
a  thing  as  lifting  these  controls  too  rapidly.  I  can  appreciate  the 
position  taken  by  Mr.  Reppert  that  as  long  as  OPA  is  in  existence 
and  is  endeavoring  to  fight  inflation,  when  it  does  that  it  must  act 
in  an  informed  way. 

However,  we  have  run  considerably  beyond  the  hour  of  12  o'clock. 
The  committee  will  stand  in  recess  until  2 :  15. 

(Wliereupon,  at  12 :  20  p.  m.,  a  recess  was  taken  until  2 :  15  p.  m., 
of  the  same  day.) 

AFTERXOOX  SESSION 

The  Chairman.  The  committee  will  please  come  to  order. 

Mr.  Dow.  before  you  make  your  statement.  Captain  Franchot  would 
like  to  amplify  the  statement  he  made  this  morning. 

Captain  Franchot.  Mr.  Chairman,  in  the  statement  I  made  this 
morning,  I  referred  to  the  fact  that  the  military  demands  for  the 
first  quarter  and  the  second  quarter  of  this  year  were  very  much  larger 
than  had  been  anticipated.  During  the  recess,  some  representatives 
of  the  industry  asked  me  if  I  could  be  more  precise  in  what  that 
increase  was.  I  have  ascertained  by  telephone  that  it  is  in  the  magni- 
tude of  To  percent  above  what  they  anticipated ;  in  fact,  it  is  consider- 
ably over  75  percent.     Seventy-five  percent  is  a  conservative  figure. 

I  have  also  learned  during  the  recess  that  several  ships  of  the  War 
Shipping  Administration  have  been  held  up  in  port  because  they  have 
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not  been  able  to  get  the  fuel  oil  necessary.  And  there  is  a  rumor, 
which  I  can  only  state  as  a  rumor,  that  the  battleship  Missouri  is  being 
lield  up  because  we  have  not  got  enough  fuel  oil  to  fuel  her. 

The  Chairman.  You  have  rumors  in  the  Navy  as  well  as  elsewhere? 

Captain  Franchot.  Yes,  indeed.  I  am,  however,  stating  it  as  a 
rumor  because  it  is  not  official.    I  am  not  told  that  it  is  a  fact. 

Mr.  Jacobsen.  Is  the  Wyoming  still  moving  ? 

Captain  Franchot.  I  do  not  know.    I  hope  so, 

Mr.  Fell.  Mr.  Chairman,  we  would  like  permission  a  little  later  in 
the  afternoon  to  answer  some  of  the  things  that  Mr.  Reppert  presented 
this  morning.  We  have  some  witnesses  here  who  are  in  a  position  to 
answer  that. 

Mr,  England,  Captain,  was  that  the  total  military  requirements 
that  you  just  mentioned,  or  just  the  requirements  for  the  Navy? 

Captain  Franchot.  That  is  the  total  military.  It  is  the  Army  and 
Navy  Petroleum  Board  that  furnished  me  with  the  figures.  We  pool 
the  requirements. 

Mr.  England.  That  is  what  I  wanted  to  know. 

Captain  Franchot.  It  is  75  percent  over  and  above  what  was 
anticipated. 

Mr,  Jacobsen,  Of  course,  the  point,  I  believe,  Mr.  Chairman,  is  that 
if  the  Navy  did  not  know  and  could  not  know  in  advance  how  much 
fuel  oil  they  were  going  to  need,  much  less  could  industry  know,  who 
depend  on  the  Navy  for  their  advice.  Consequently,  the  industry 
could  not  in  advance  tell  the  OPA,  either. 

The  Chairman.  An  interesting  question  might  be  how  the  needs 
which  are  not  being  filled  compare  with  the  supplies  which  we  were 
getting  before  VJ-day  of  the  same  commodities. 

Captain  Franchot.  This  does  not  come  within  my  particular  field. 
But  I  have  sat  in  on  conferences,  and  I  would  say  that  if  we  had  80 
percent  of  what  we  were  getting  in  July,  we  would  be  all  right. 
Colonel  Wright,  will  you  correct  me  if  I  make  an  error?  I  think  if 
we  had  80  percent  of  what  we  were  getting  in  July  of  last  year,  we 
would  be  all  right, 

Mr.  Fell,  Would  you  say,  Captain,  how  many  barrels  a  day  your 
estimates  were  short  of  what  your  demand  actually  developed  into? 

Captain  Franchot,  In  the  first  quarter,  they  were  47,000  barrels  a 
day  short,  which  we  had  to  take  out  of  strategic  stocks,  which  is  a 
dangerous  thing  to  do.  Some  of  our  stocks,  I  believe,  in  Panama 
are  down  dangerously  low. 

Colonel  Wright,  We  do  not  have  sufficient  oil  to  cover  the  bottom 
of  the  tanks  in  Panama, 

Captain  Franchot,  Yes,  I  know, 

Mr,  Majewski.  Mr.  Chairman,  if  I  may  answer  your  question  di- 
rectly, was  vour  question,  what  is  the  difficulty  now,  if  we  did  it  before 
VJ-day? 

The  Chairman.  No,  I  did  not  ask  that.  I  asked  for  a  comparison 
of  the  quantities  which  are  short  with  the  quantities  which  were  sup- 
plied before  VJ-day. 

Mr.  Majewski.  The  reason  for  that  is  that  prior  to  VJ-day 

The  Chairman.  The  reason  for  what? 
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Mr.  Majeweski.  For  the  difference  in  the  quantity. 

The  Chairman.  All  right.  What  is  the  difference?  That  is  what 
I  am  trying  to  find  out.    Can  you  tell  us  ? 

Captain  Franchot.  It  was  about  325,000  barrels  a  day  before  VJ- 
day,  and  today  it  is  270,000  barrels. 

The  Chairman.  So  that  even  though  your  demand  is  considerably 
less  now  than  what  it  was  around  VJ-day,  you  are  suffering  a 
shortage  ? 

Colonel  Wright.  That  is  right. 

The  Chairman.  Now,  Mr.  Majewski,  what  is  your  explanation? 

Mr.  Majewski.  We  had  rationing  then,  OPA  rationed  the  civilian 
population  and  the  industrial  user.  The  production  of  the  various 
commodities  out  of  the  crude  oil  was  controlled  by  the  Petroleum  Ad- 
ministration for  War.  No  longer  do  those  controls  exist.  The  only 
controls  we  now  have  are  OPA  controls,  and  everybody  in  the  industry 
seems  to  be  unanimous  in  declaring  here  and  before  the  House  Banking 
and  Currency  Committee  that  these  controls  are  responsible  for  this 
difference  in  the  amounts  available  seasonally  of  the  various  products 
that  are  needed  by  the  Navy  and  by  the  civilian  and  industrial  con- 
sumer. 

The  Chairman.  Noav,  can  you  tell  the  committee  what  the  total 
production  is  at  present  of  the  commodities  of  which  the  Navy  is 
short  as  compared  with  the  total  production  at  VJ-day? 

Mr.  Majewski,  We  are  making  as  much  now  as  we  did  prior  to 
VJ-day. 

The  Chairman.  Can  you  put  a  table  in  the  record  showing  that  for 
all  these  various  commodities  ? 

Mr.  Majewski.  We  can  do  that.  At  4  o'clock  this  afternoon  some 
of  the  members  of  the  industry  who  are  here  are  going  to  meet  at  the 
API  offices  to  see  if  we  can  help  out  the  Navy.  I  hope  you  are  there, 
Captain. 

Captain  Franchot.  That  does  not  happen  to  be  one  of  my  func- 
tions, Mr.  Majewski. 

Mr.  Majewski.  The  OPA  is  invited,  if  they  would  like  to  come.  I 
think  I  would  like  to  invite  them. 

The  Chairman.  I  think  it  is  always  a  good  thing  to  get  everybody 
together. 

Colonel  Wright.  Mr.  Chairman,  one  thing  I  would  like  to  add  to 
Mr.  Majewski's  statement  is  that  these  products  were  made  during  the 
war  regardless  of  the  price  or  regardless  of  the  cost  to  the  industry. 
They  were  ordered  to  do  it  by  PAW.  I  am  not  familiar  with  it,  but 
you  might  have  lost  money  on  special  or  residual  fuels  during  the 
war,  because  you  were  ordered  to  do  it.  However,  now  that  the  fact 
is  that  you  have  to  make  money  on  your  products,  you  are  refining 
the  products  on  which  you  can  make  the  most  money.  Therefore,  you 
do  not  have  to  take  the  loss  as  you  were  forced  to  during  the  war. 

Mr.  Majewski.  That  is  right.  We  took  a  loss  patriotically  during 
the  war;  and  now  in  a  free  economy,  with  full  machinery  to  manu- 
facture whatever  is  needed  if  price  controls  are  removed,  why  should 
we  still  remain  patriotic  and  go  broke? 

The  Chairman.  Very  well. 

Mr.  Dow.  we  will  resume  with  your  statement. 
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STATEMENT  OF  PAYETTE  B.  DOW— Resumed 

Mr.  Dow.  The  preface  to  my  statement  which  I  read  this  morning 
was  made  necessary  by  the  changed  conditions  since  VJ-day,  and  it 
has  provoked  this  discussion  which  has  just  taken  place.  My  prepared 
statement  which  I  have  here  was  put  together  in  very  general  terms 
sometime  last  summer  after  the  call  was  made  upon  me  to  state  the 
situation  of  the  independent  refiner. 

With  respect  to  this  statement,  as  I  have  indicated  to  you  personally, 
I  should  be  very  glad  to  have  it  incorporated  in  the  record  without 
reading  it,  if  you  so  prefer,  or  I  will  undertake  to  read  it. 

The  Chairman,  I  think  it  is  an  important  matter,  and  if  you  will 
proceed  with  the  reading,  Mr.  Dow,  that  will  be  very  helpful. 

Mr.  Dow.  Any  discussion  of  the  independent  refiner  in  the  oil  in- 
dustry requires  a  definition  of  what  you  mean  by  "independent." 

The  obvious  and  wholly  uninformative  answer  is  that  you  mean  any 
company  that  is  not  a  "major." 

So  what  do  you  mean  by  a  "major"  oil  company  ? 

It  depends,  first,  on  when  you  are  talking.  At  the  outset  of  World 
War  I  "independent"  jneant  independent  of  Standard  Oil.  When 
that  war  broke  out  in  Europe  the  dissolution  of  the  Standard  Oil 
Co.  was  only  3  years  old.  The  units  into  which  that  company  was 
severed  were  still  grouped  in  the  minds  of  oil  men.  Although  some 
other  companies  had  grown  to  substantial  size,  these  units  of  Standard 
Oil  were  the  "majors"  of  that  day.    All  the  rest  were  "independents." 

Those  majors  had  a  background  of  "concentration"  in  the  industry 
that  is  of  interest  in  comparison  with  the  figures  of  today.  In  1904, 
according  to  the  report  of  the  Commissioner  of  Corporations,  the 
Standard  Oil  group  of  companies  ran  to  stills  55,698,000  barrels  of 
crude  oil,  or  84.2  percent  of  the  total,  and  the  independents  10,470,600 
barrels,  or  15.8  percent. 

Mr.  Fkaser.  Was  that  Commissioner  of  Corporations  a  Federal  of- 
ficer ?  • 

Mr.  Dow.  That  is  right. 

The  Chairman.  That  was  Mr.  Garfield  at  that  time  ? 

Mr.  Dow.  I  think  so. 

Mr.  England.  It  was  Mr.  Herbert  Knox  Smith. 

The  Chairman.  Did  he  precf  de  or  succeed  Mr.  Garfield  ? 

Mr.  England.  He  succeeded  Mr.  Garfield.  But  the  report  was  made 
by  Mr.  Smith,  and  you  will  remember,  Mr.  Chairman,  that  the  Bureau 
of  Corporations  was  a  predecessor  of  the  Federal  Trade  Commission. 

The  Chairman.  That  is  right. 

Mr.  Dow  (resuming).  Illuminating  oil  was  still  a  principal  product 
and  Standard  Oil  produced  86.5  percent  of  it,  the  independents  13.5 
percent. 

In  1944, 40  years  later,  striking  changes  appear : 

The  total  volume  of  runs  to  stills  of  crude  oil  has  increased  from 
66,168,600  barrels  in  1904  to  1,665,684,000  barrels  in  1944.  In  other 
words,  25  times  what  it  was  in  1904. 

Thirteen  companies,  classed  as  "independents"  at  the  outset  of  World 
•War  I,  have  graduated  into  the  ranks  of  "majors." 
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The  Chairman.  When  you  say  "classed"  as  independents  what  do 
you  mean  ?  Do  you  mean  they  were  classified  as  independents  because 
they  were  not  Standard,  or  because  they  were  found  by  somebody  to 
be  independents  ? 

Mr.  Dow.  I  have  just  said  in  my  opening  statement  that  at  that 
time,  1914,  the  dissolution  was  only  3  years  old  and  that  the  group  of 
companies  which  constituted  the  Standard  Oil  Co.  at  the  time  of  the 
dissolution  were  the  majors  of  that  day  and  that  the  other  companies 
were  considered  independents. 

The  Chairman.  I  am  prepared  to  agree  with  that,  Mr.  Dow ;  but  is 
it  your  own  conclusion?  It  was  not  found  officially  by  anybody  or 
anything  of  that  kind  ? 

Mr.  Dow.  It  was  the  understanding  in  the  language  of  the  industry 
at  that  time. 

The  Chairman.  I  am  merely  trying  to  determine  in  what  sense  you 
use  the  word  "classed"  in  your  statement.  I  understand  now  that  you 
want  to  be  understood  as  meaning  that  these  13  companies  which  were 
regarded  by  the  industry  as  independents  because  they  were  not  of 
the  Standard  group  have  now  been  graduated  into  the  generally  ac- 
cepted class  of  majors  ? 

Mr.  Dow^  That  is  correct. 

The  table  that  I  am  coming  to  now  is  quite  clear  [infra,  p.  189]. 
The  first  column  shows  the  companies  by  number ;  the  second  column, 
their  runs  to  stills.  You  add  3  ciphers  to  get  millions.  The  third 
column  shows  the  percentage  of  each  company;  the  fourth  is  the 
cumulative  runs  to  stills,  and  the  fifth  column  is  the  accumulated  per- 
centage of  the  total,  and  it  shows  that  the  21  companies  ran  to  stills 
in  1944,  1,391,028,000  barrels,  or  83.51  percent  of  the  total,  while  all 
other  refiners  ran  to  stills  274,656,000,  or  16.49  percent. 

The  Chairman.  May  I  ask  this  ?  This  rating  in  the  percentage  of 
the  total  was  made  upon  the  percentages  of  1944,  as  I  understand  it? 

Mr.  Dow.  That  is  right. 

The  Chairman.  Now,  if  the  classification  had  been  made,  let  us 
say,  as  of  1940,  might  there  have  been  some  difference  in  the  order 
of  these  companies? 

Mr.  DoAV.  That  is  possible.  I  have  not  examined  1940 ;  I  could  not 
be  definite  about  it. 

The  Chairman.  For  example,  if  y^  look  at  "15"  and  "16",  you 
will  see  that  the  difference  between  those  2  companies  is  only  about 
128,000  barrels. 

Mr.  Dow.  I  have  no  doubt  there  have  been  some  variations  and 
changes. 

The  Chairman.  So  that  there  might  be  quite  a  change  in  the  rank 
as  of  the  various  years. 

Mr.  Dow.  That  is  quite  possible ;  it  is  quite  probable,  I  should  say. 

The  Chairman.  All  right,  sir. 

Mr.  Dow.  I  will  now  resume  the  statement. 

The  following  table  shows  the  runs  to  stills  of  crude  oil  by  21  major 
oil  companies  in  1944  and  the  percent  of  the  total  runs  by  the  group : 
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Crude  oil  run  to  stills  in  the  United  States  during  1944  &!/  group  of  oil  companies 
ranked  according  to  percent  of  total 


Company  No. 

Runs  for  year 

Cumulative  runs  of  group 
for  year 

Thousand 
barrels 

Percent  of 
total 

Thousand 
barrels 

Percent  of 
total 

1 

214,  353 
136,  823 
125, 913 
115, 459 
103,  904 
101,318 
95, 343 
89,407 
54,777 
54,295 
52, 960 
41,  570 
40,  646 
36,  627 
27,554 
27, 426 
25,  598 
19, 125 
10, 852 
10, 320 
6,758 

12.87 
8.21 
7.56 
6.93 
6.24 
6.08 
5.72 
5.37 
3.29 
3.26 
3.18 
2.50 
2.44 
2.20 
1.65 
1.65 
1.54 
1.15 
.65 
.62 
.40 

214, 353 

351, 176 

477, 089 

592,548 

696, 452 

797,  770 

893, 113 

982,  520 

1,  037, 297 

1, 091,  592 

1, 144,  552 

1, 186, 122 

1, 226,  768 

1,  263, 395 

1, 290,  949 

1, 318,  375 

1, 343,  973 

1, 363,  098 

1,  373,  950 

1,384,270 

1,391,028 

12  87 

2 

21.08 

3 

28  64 

4- 

35  57 

5 

41  81 

6 

47.89 

7... 

53  61 

8 

58  98 

9 

62.27 

10 

65.53 

11 

68.71 

12 

71.21 

13 

73.65 

14 

75.85 

15 

77.50 

16 

79  15 

17 

80.69 

18 

81.84 

19 

82.49 

20 

83.11 

21 

83.51 

Subtotal  (21  companies). 

1,391,028 
274, 656 

83.51 
16.49 

All  others 

Total  United  States 

1,665,684 

100. 00 

Note.— See  appendix  A  [infra,  p.  204]  for  a  further  analysis  of  concentration  in  the  oil  industry. 

It  is  of  interest  to  note  that  the  13  companies,  which  had  no  back- 
ground in  Standard  Oil  and  which  graduated  into  the  "major"  class 
between  the  two  world  wars,  ran  to  stills  in  19M : 

Thousands  of  barrels 741,  031 

Percent  of  total 44.  49 

Another  look  at  the  picture  gives  3^ou  this  comparison  in  1944 : 


Runs  to  stills 
(barrels) 


Percent  of 
total 


8  "Standard"  companies 

13  companies  which  have  graduated  from  the  "independent"  to  the  "major" 

class  since  the  start  of  World  War  I 

Independents  today 


649, 997,  000 


741,  031. 000 
274,  656, 000 


39.02 


44.49 
16.49 


These  facts  are  convincing  proof  of  the  vigorous  competition  that 
has  existed  in  the  oil  industry,  but,  remembering  the  immediate  ques- 
tion: "What  is  an  independent  refiner?"  it  may  be  stated  that,  as 
classified  above,  there  are  at  this  time,  some  234  independent  refining 
companies  ^  with  257  plants  having  a  reported  capacity,  in  terms  of 
crucie  runs  to  stills,  of  1,129,000  barrels  a  day.  This  reported  capacity 
may  be  overstated  but  in  1944,  as  the  foregoing  table  shows,  they  ran 
to  stills  274,656,000  barrels,  or  a  daily  average  of  752,482  barrels. 

At  this  point,  Mr.  Chairman,  it  might  be  of  interest,  although  per- 
haps not  of  any  great  significance,  to  point  out  that  Mr.  McClure 
in  his  testimony  yesterday  stated  that  in  1944  the  total  stripper  well 
production  of  the  country  was  217,041,621  barrels.     From  those  fig- 

^  See  appendix  B  [infra,  p.  208]. 
85112 — 16 13 
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ures,  it  appears  that  the  aggregate  runs  to  stills  of  all  the  independent 
refineries  were  some  57,614,000  barrels  more  than  was  produced  by 
all  of  the  stripper  wells. 

His  statement  also  indicated  that  the  number  of  barrels  of  produc- 
tion in  a  year's  period  which  have  the  protection,  let  us  say,  of  the 
subsidy,  amounted  to  approximately  150,000,000  barrels.  So  that  a 
comparison  of  the  runs  to  stills  of  all  the  independent  refiners  in  1944 
was  some  124,000,000  or  125,000,000  barrels  in  excess  of  the  total  pro- 
duction of  the  stripper  wells  which  had  the  benefits  of  the  subsidies. 
I  do  not  attach  any  significance  to  that.  It  is  of  interest,  possibly, 
because  figures  are  available  for  1944  in  both  cases. 

The  Chairman.  You  have  pointed  out  the  extraordinary  increase 
in  the  volume  of  oil  run  to  stills  between  1904  and  1944,  a  period  of 
40  years.  That  increase,  you  point  out,  was  from  66,168,600  barrels 
in  1904  to  1,665,684,000  in  1944. 

Would  it  be  possible  to  have  a  table  prepared  showing  the  distribu- 
tion of  the  runs  of  1904  as  you  have  shown  the  distribution  among 
21  companies  of  the  runs  for  1944  ? 

Mr.  Dow.  I  am  not  sure  that  that  report  of  the  Commissioner  of 
Corporations  gives  that  detail.  I  will  reexamine  it,  and  if  it  does, 
I  will  be  glad  to  submit  it  for  the  record.  I  do  not  recall  at  the 
moment  whether  it  gives  a  break-down  or  not. 

Mr.  England.  It  may  be  that  we  have  that  in  our  statistics,  if  it 
was  not  included  in  the  report.     I  will  be  glad  to  check  that. 

The  Chairman.  I  think,  Mr.  England,  it  would  be  a  good  thing  to 
check. 

Mr.  England.  I  will  be  glad  to. 

The  Chairman.  Yes.  I  understand  there  might  be  a  good  bit  of 
difficulty  in  obtaining  those  figures. 

Mr.  Dow.  Of  course,  one  of  the  significant  facts  developed  by  that 
table  in  the  first  part  of  my  statement  is  that  the  very  largest  company 
in  the  industry  from  the  standpoint  of  runs  to  stills  processed  less  than 
13  percent  of  the  crude  oil. 

The  Chairman.  Yes. 

Mr.  Dow.  To  resume  my  statement : 

A  necessarily  brief  historical  look  at  the  independent  refiners  may 
be  helpful  at  this  point.  The  234  companies  are,  in  some  localities, 
the  survivors  of  a  considerably  larger  number.  Over  the  years  the 
casualty  list  has  been  long  and  under  certain  conditions  it  has  been 
inevitable.  To  understand  that  one  has  only  to  consider  the  charac- 
teristics of  crude  oil  production,  its  unpredictableness  in  flush  and 
settled  volumes,  its  frequent  unrelation  geographically  to  the  market 
requirements  for  its  products.  When  new  and  large  pools  have  been 
found  many  small  skimming  plants  have  been  built — sometimes  by 
producers,  sometimes  by  interests  having  no  production  of  their  own. 
In  view  of  the  uncertainties  of  the  future  of  any  oil  field  the  objec- 
tives have  frequently  been  quick  profits  rather  than  security  of  a  long- 
term  investment.  Substantial  overproduction  of  crude  oil,  attendant 
upon  these  discoveries,  has  often  demoralized  prices  and  the  cost  of 
crude  oil  to  these  small  plants  has  been  at  times  unrelated  to  what  the 
industry  knows  as  the  posted  price.  That,  however,  is  obviously  the 
picture  of  temporary,  transitional  stages  and  such  conditions  are  not 
the    subject    of    my    statement  on  the  independent  refiner.    While 
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changed  conditions  of  one  kind  or  another  inevitably  force  some 
plants  to  shut  down  and  while  a  young  and  growing  industry  is  in  the 
process  of  approaching  maturity  one  result  out  of  all  the  forces  at 
work  has  been  the  persistence  of  small  refining  companies  that  meet 
the  sound  tests  of  free,  competitive  enterprise.  It  is  with  respect  to 
such  companies  that  my  statement  to  your  committee  is  made. 

The  Chairman.  You  are  describing  the  condition  that  exists  in  the 
petroleum  industry's  refining  branch  at  the  present  time  as  one  of  free 
competition  ? 

Mr.  Dow.  Very  definitely. 

The  Chairman.  That,  of  course,  was  the  purpose  of  showing  the  sub- 
stantial proportion  of  the  total  crude  runs  which  are  handled  by  com- 
panies which  at  the  time  of  World  War  I  had  no  Standard  Oil  back- 
ground ? 

Mr.  Dow.  It  shows  the  growth  over  the  years  of  companies  that  were 
relatively  small  by  comparison  in  the  days  when  one  company  was  the 
major  of  its  day.  It  is  a  clear  revelation  of  the  intensity  and  the 
results  of  the  competition  that  has  taken  place  in  these  years. 

The  Chairman.  And  that  is  what  prompts  me  to  make  the  comment 
that  this  condition  of  competition  which  you  say  exists  in  the  industry 
and  which  you  commend  is  apparently  the  result  of  the  antitrust  suit 
brought  by  the  Department  of  Justice  against  the  original  Standard 
Oil  Co.,  which  compelled  its  dissolution  into  several  units  and  brought 
about  the  conditions  which  made  it  possible  for  these  independents 
to  become  majors. 

Mr.  Dow.  Mr.  Chairman,  you  have  stated  a  conclusion  which  may 
be  entirely  sound.  In  any  event,  it  is  a  speculative  result  to  say  what 
might  have  occurred  if  the  antitrust  suit  had  not  been  brought.  But  I 
venture  to  suggest  for  your  thinking  on  that  subject  this :  The  anti- 
trust suit  was  brought  in  1906.  The  final  decree  was  entered  in  1911. 
That  was  a  time  when  the  industry  was  in  the  beginning,  passing  from 
one  major  product  to  another,  in  the  beginning  of  an  entirely  new  era 
in  its  development.  That  is  the  era  of  the  internal-combustion  engine. 
The  developments  over  that  period  of  time  from  1911  down  to  date 
were  very  striking.  The  demand  for  gasoline — gasoline  principally, 
and  lubricating  oil  in  part — grows  very  rapidly  from  year  to  year. 
And  that  growing  demand  made  it  possible  for  companies  to  grow 
with  the  rapidity  of  the  demand  itself. 

I  do  not  think  one  can  be  too  certain  by  any  means  that  a  company 
which  controlled  85  percent  of  the  business  in  1904  would  have  con- 
trolled 85  percent  of  the  business  in  1944,  even  if  the  antitrust  suit  had 
not  been  brought.  The  control  of  an  industry  which  has  reached  its 
maturity  and  where  the  demand  has  flattened  out  might  be  one  thing ; 
but  the  industry  responded  to  that  tremendous  development  of  the 
automotive  era,  and  I  would  not  draw  your  conclusion  without  quali- 
fication. 

The  Chairman,  Would  you  quarrel  with  me  if  I  were  to  say  that 
if  the  antitrust  suit  had  not  been  brought  and  the  company  controlling 
85  percent  had  been  permitted  to  continue,  then  the  effort  of  the  com- 
panies, which  were  independents  according  to  your  classification,  to 
become  majors  might  have  been  considerably  more  difficult  than  it  was  ? 
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Mr.  Dow,  Mr.  Chairman,  I  am  sorry  I  have  to  answer  a  question 
which  is  so  speculative. 

The  CHAiEz^rAX.  You  do  not  have  to  answer  it.  There  is  no  com- 
pulsion. 

Mr.  Dow.  But  I  do  not  know  the  answer. 

The  Chair^iax.  I  merely  asked  you  if  you  would  quarrel  with  me 
if  I  drew  the  conclusion. 

Mr.  Dow.  I  would  not  quarrel  with  you,  Mr.  Chairman,  about  any- 
thing.    [Laughter.] 

Let  me  put  it  this  way:  Knowing  the  type  of  men  who  were 
behind  these  companies  and  knowing  their  opportunities,  one  of 
which  was  not  only  to  produce  crude  oil  and  to  build  refineries  to  refine 
it  but  to  own  and  operate  a  pipe  line  which  I  think  has  been  one  of 
the  greatest  factors  in  promoting  the  competition  in  the  industry,  when 
I  tliink  of  those  men,  what  they  did,  it  is  my  own  judgment  that  their 
companies  would  be  pretty  close  to  where  they  are  today  if  the  situa- 
tion from  an  antitrust  suit  viewpoint  had  been  let  alone.  I  am  also 
not  sure  that  these  companies  which  have  grown  out  of  Standard  Oil 
have  not  been  still  more  on  their  toes  because  of  the  competition  with 
each  other  which  has  been  brought  about, 

>.ow.  all  this  is  speculative,  and  I  do  not  think  I  am  contributing 
anything.  I  would  personally  hesitate  in  drawing  a  conclusion  that 
this  has  come  about  because  of  the  antitrust  laws.     I  doubt  it. 

The  Chaxrmax.  I  confess  I  am  just  a  little  confused  now  by  your 
answers,  because  your  testimony  is  apparently  directed  to-jvard  dem- 
onstrating that  competition  exists  in  the  field.  That  means  that  you 
approve  the  existence  of  competition.  You  think  it  is  good  for  our 
economy;  and  yet  you  leave  me  in  doubt  as  to  whether  or  not  you 
believe  that  the  antitrust  law  should  have  been  invoked  when  there 
clearly  was  no  competition. 

Mr,  Dow.  I  did  not  say  that  at  all,  Mr,  Chairman. 

The  Chaiezmax.  I  say  you  leave  me  in  doubt.  I  want  to  give  you 
a  chance  to  clear  it  up. 

Mr.  Dow.  I  am  quite  sure  that  in  dealing  with  so  many  assumptions 
here,  I  cannot  make  any  important  contribution  to  this  line  of  discus- 
sion. I  have  a  feeling,  as  I  said,  that  the  forces  at  work,  the  oppor- 
tunity made  possible  by  this  new  era  in  transportation,  are  in  large 
part  responsible  for  the  competition  which  has  developed.  This  com- 
petition is  between  the  majors,  it  is  between  the  majors  and  the  inde- 
pendents, it  is  between  the  independents,  and  it  is  between  the  com- 
panies that  f ormerlv  were  in  the  Standard  Oil  family. 

The  Chaiemax,  Yet  as  a  result  of  my  questions  and  our  little  col- 
loquy here  I  am  sure  you  do  not  want  the  record  to  give  anybody  any 
reason  to  feel  that  you,  coming  before  this  committee  as  a  spokesman 
for  the  independent  refiner,  believe  that  the  antitrust  law  which  pro- 
hibits a  monopoly,  is  not  a  good  law? 

Mr.  Dow.  Xot  at  all,  sir. 

The  Chaikmax.  Then  the  record  is  clear. 

Mr.  Dow,  Of  course,  that  is  a  different  question  from  the  one  you 
raised. 

The  Chahoiax.  I  grant  you  that.  I  gather  you  did  not  want  to 
leave  any  idea  of  that. 

Mr.  Dow.  Xo,  sir ;  I  do  not,    [Resuming :] 
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There  are  major  oil  companies  whose  executives  frequently  and 
vigorously  assert  that  their  companies  are  "independent"  and  their 
statement  is  true  in  the  sense  that  they  conduct  their  own  business  in 
their  own  way,  and  do  not  follow,  unless  they  choose  to,  any  pattern" 
set  by  their  competitors.  But  that  is  not  the  widely  understood  defini- 
tion. "Independent,"  as  the  oil  industry  understands  the  word,  means 
a  company  that  is  relatively  small  and  largely  unintegrated.  The 
"majors"  are  to  a  substantial  degree  integrated — that  is,  they  are 
engaged  in  production,  refining,  transportation,  and  marketing.  Some 
of  the  independents  have  a  partial  degree  of  integration.  But  in  the 
usual  case  the  independent  refiner  buys  the  greater  part  of  his  crude 
oil  from  independent  producers,  refines  it,  and  sells  it  to  independent 
marketers  through  whom  it  reaches  the  consuming  public.  There  is, 
however,  no  question  on  the  part  of  the  independent  refiners  of  the 
value  of  integration — either  in  service  to  the  public  or  in  the  progres- 
sive growth  of  an  oil  company.  Integration,  in  its  balanced  opera- 
tions, its  efficiencies  and  its  economies,  is  a  goal  of  small  as  well  as 
large  oil  companies  and,  in  notable  instances,  explains  the  growth 
from  the  independent  of  but  a  few  years  ago  to  the  major  of  today. 

SOURCES  OF  MY  STATEMENTS  REGARDING  THE  INDEPENDENT  REFINER 

I  am  not  in  the  oil-refining  business.  My  experience  has  been  that 
of  counsel  for  groups  of  companies,  both  refiners  and  producers.  With 
the  feeling  that  my  statement  for  this  committee,  in  the  interest  of 
reasonable  accuracy,  should  reflect  the  views  of  experienced  refiners 
rather  than  my  own,  I  wrote  letters  to  a  considerable  number  of  execu- 
tives of  independent  refining  companies  and  to  associations  which  rep- 
resent such  companies  saying,  in  substance,  that  I  had  been  called  upon 
to  prepare  this  statement  and  asking  them  to  write  me  a  letter,  or 
send  me  a  memorandum,  embodying  their  views  of  what  should  be 
contained  in  a  statement  which  deals  with  the  independent  refiner  and 
his  place  in  the  oil  industry.  The  statement  which  I  am  submitting 
is  therefore  that  of  a  reporter  and  has  been  prepared  in  the  light  of  the 
replies  received. 

To  one  who  has  observed  the  changes  in  the  oil  industry  over  a 
considerable  period  of  years  and  has  read  the  still  earlier  history, 
there  is  a  significant  fact  which  is  revealed  in  this  correspondence.  It 
is  that  the  antagonisms,  the  ill  feeling,  indeed  the  bitterness,  which 
were  common  among  the  independents  of  40  years  ago,  against  the 
single  major  oil  company  of  that  day,  no  longer  appear.  The  com- 
petition of  today  is  intensely  keen ;  the  going  is  hard  at  times  for  the 
independents,  to  attain  success  or  even  to  survive ;  there  are  practices, 
chiefly  in  the  marketing  field,  which  some  independents  regard  as 
uneconomic  or  unlawful,  or  both.  But  the  record  indicates  that  the 
competition,  although  tough,  has  been  progressively  cleaner.  There  is 
no  charge  of  malice.  No  one  has  written  me  suggesting  that  the  execu- 
tives of  the  major  oil  companies  are  sitting  up  nights  planning  evil 
ways  of  putting  the  independents  out  of  business. 

Yet  there  runs  through  the  correspondence  a  note  of  apprenhension. 
I  shall  try  to  interpret  and  summarize  it  briefly.  It  concerns  the 
survival  and  the  success  of  the  independent.  It  says  in  effect  that 
the  independent  embodies  the  spirit  and  is  the  substance  of  free  enter- 
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prise.  Without  questioning  the  genuineness  of  the  intensity  of  the 
competition  that  exists  between  the  majors,  they  are,  nevertheless, 
classed  as  a  group  in  his  thinking.  If  competitive  conditions  or  prac- 
tices between  the  very  large  enterprises,  on  the  one  hand,  and  small 
business  on  the  other  make  it  impossible  for  the  independent  to  start,  to 
grow,  to  live,  and  to  prosper,  then  the  Government  will  be  asked  to  take 
some  action,  which  the  independents  would  prefer  to  avoid.  As  one 
correspondent  puts  it,  "If  the  oil  industry  is  to  remain  a  competitive, 
free-enterprise  industry,  there  must  be  strong,  independent  units  in 
production,  refining,  and  marketing.  The  independent  refiner  is  a 
vital  link  in  this  chain  of  independence  and  usually  has  greater  finan- 
cial investment  in  the  industry  than  individual  independent  operators 
either  in  production  or  marketing.  He  must  have  access  to  a  source  of 
crude  supply  as  well  as  a  market  for  his  products." 

The  observer  just  quoted  and  others  seem  to  appreciate  that  from  a 
legal  standpoint  it  may  seem  difficult  to  reconcile  21  or  more  intensely 
competitive  oil  companies  with  a  charge  of  restraint  of  competition, 
but  they  prophesy  that  the  Government  will  not  fail  to  take  remedial 
measures  in  any  industry  in  which  small,  efficient  enterprises  cannot 
survive.  A  friendly  but  very  definite  apprehension  and  warning 
emphasize  that  point. 

You  have,  then,  a  group  of  refining  companies  that  the  industry 
describes  as  independents,  largely  unintegrated,  individually  small, 
but  running  to  stills,  in  the  aggregate,  one-sixth  of  the  crude  oil, 
competing  vigorously  for  their  crude  oil  and  their  markets  with  pow- 
erful, integrated  companies  that  have  become  institutions  with  re- 
spect to  ownership,  extent  of  operations,  and  financial  strength.  Wliat 
are  the  contributions  of  this  group  of  independents  to  the  public  and 
to  the  industry? 

CONTRIBUnOlSrS  OF  INDEPENDENT  REFINERIES  IN  THE  WAR  EFFORT 

The  question  was  asked  while  World  War  II  was  being  fought,  when 
the  refining  industry  was  processing  all  of  the  crude  oil  it  could  get 
and  almost  to  the  limit  of  its  refining  capacity.  Every  independent 
plant  has  been  needed  for  the  total  war  effort,  in  which  enormous 
quantities  of  oil  have  been  consumed  by  the  military  forces  and  the  re- 
quirements of  rationed  civilian  supply  have  been  met.  It  has  been 
publicly  stated  that  the  war  requirements  in  the  closing  months  of 
the  war  in  Europe  were  250,000  barrels  a  day  in  excess  of  current  pro- 
duction and  this  additional  quantity  was  supplied  only  from  stocks 
that  had  been  built  up  for  those  final,  all-out  military  efforts.  But 
not  in  quantity  alone  have  the  products  of  these  independents  been 
vitally  needed.  No  one  should  assume,  they  remind  us,  that  only  the 
majors  have  produced  the  special  types  of  products  required  by  the 
war.  On  the  contrary,  in  some  of  these  independent  refineries  were 
manufactured  substantial  quantities  of  100-octane  and  91 -octane  avia- 
tion gasoline,  and  of  their  components  which  were  shipped  to  other  re- 
fineries for  final  blending;  substantial  quantities  also  of  "80-all-pur- 
pose"  gasoline,  Navy  Diesel  and  Navy-special  fuel  oils.  A  conspicuous 
contribution  of  a  group  of  these  independents  has  been  the  supply 
of  a  very  large,  in  fact  an  absolutely  indispensable,  part  of  the  highest 
grade  aviation  lubricants. 
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PEACETIME  CHARACTERISTICS  AND  PROBLEMS  OF  THE  INDEPENDENT 

REFINERS 

There  are  few  generalizations  regarding  the  independent  refiners — 
as  to  their  origins,  their  locations,  their  types  of  equipment,  their  prod- 
ucts, their  methods  of  marketing — that  will  hold  true  of  all,  or  any 
considerable  number,  of  them.  An  analysis  of  those  subjects  would 
require  a  survey,  region  by  region,  with  more  detail  than  the  limits  of 
this  statement  permit. 

I  shall  briefly  outline  some  of  the  characteristics  and  problems  that 
appear  in  the  correspondence  to  which  I  have  referred. 

(a)  Ownership  and  management. — In  general  the  small  refineries  are 
built  with  capital  supplied  by  a  relatively  few  men  who  have  a  part 
in  the  management,  or  are  closely  identified  with  it.  This  is  said  to 
have  advantages  and  disadvantages.  It  has  provided  close  super- 
vision of  personnel,  of  operations  and  of  costs ;  quick  changes  of  policy 
to  meet  changing  conditions.  These  founders  and  owners,  in  many 
cases,  have  brought  talented  and  well-trained  younger  men  into  the 
organization,  and,  for  the  manufacture  of  special  products,  have  in- 
stalled new  facilities  to  meet  the  unusual  rapidity  of  obsolescence  in 
the  art.  There  are  many  instances  of  substantial  success  among  inde- 
pendent refiners.  But  personal  and  family  ownership  of  properties  is 
vulnerable  just  as  life  itself  is.  Second  generations  do  not  always  carry 
on  and  in  cases  where  they  could  do  so,  the  severity  of  estate  taxes 
may  not  permit  it.  This  accelerates  the  process  of  sales  and  consoli- 
dations of  properties.  It  promotes  the  growth  of  the  large  enter- 
prises in  many  of  which  ownership  and  management  are  substantially 
unrelated,  in  which  ownership  is  lodged  in  thousands  of  individuals, 
evidenced  by  listed  securities,  and  in  which  the  life  tenure  of  any 
individual,  whether  owner  or  manager,  is  of  relatively  little  conse- 
quence. In  the  oil  industry  the  acquisition  of  refining  companies  by 
the  majors  is  much  less  frequent  than  of  producing  and  marketing 
properties  but  the  same  factors  are  at  work  and  they  work  most 
frequently  in  the  one  direction. 

The  Chairman.  May  I  interrupt  you,  Mr.  Dow,  to  say  that  I  think 
this  statement  you  have  just  made  is  really  one  of  the  most  significant 
contributions  that  has  been  made  to  these  hearings.  It  is  not  at  all 
unlikely  that  the  distinction  to  which  you  point  here  between  the 
refinery  which  is  owned  and  managed  by  the  same  persons  and  the 
refinery  in  which  there  has  been  a  substantial  separation  of  the  func- 
tion of  ownership  and  the  function  of  management  is  one  of  the  most 
important  distinctions  to  be  drawn  in  our  analysis  of  present-time 
economic  conditions.  When  the  owner  manages,  and  there  is  that 
union  in  one  person  of  both  functions,  w©  have  our  traditional  system 
of  ownership  and  operation.  But  when  the  owner  no  longer  manages, 
but  delegates  to  experts  the  responsibility  for  management,  then  we 
have  an  utterly  different  system.  And  this  delegation  of  managerial 
power  which  causes  so  much  criticism  in  Government  when  Congress 
delegates  power,  is  actually  just  an  imitation  of  what  has  been  done  in 
some  of  the  big  units  to  which  you  refer  where,  to  use  your  own  words, 
ownership  and  management  are  substantially  unrelated. 

In  such  units  the  stockholders,  not  having  the  time  or  the  interest, 
because  their  ownership  is  relatively  small,  to  undertake  the  responsi- 
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bilities  of  management,  delegate  it  to  a  managerial  group  who,  in  most 
instances,  are  only  salaried  employees,  just  as  the  members  of  a  com- 
mission appointed  by  the  Government  are  salaried  employees  of  the 
Government.  I  think  it  is  a  distinction  to  which  not  enough  attention 
is  given  in  the  consideration  of  our  problems,  and  I  am  very  glad  that 
you  have  brought  it  up. 

Mr.  Dow.  I  did  not  write  these  lines  because  of  a  desire  to  throw 
doubt  upon  the  soundness  of  delegated  authority.  I  would  say,  on 
the  contrary,  that  the  delegation  of  authority  by  stockliolders  to 
executives  in  a  modern  large  corporation  results  in  a  sound  handling 
of  the  properties. 

The  thing  that  underlies  these  lines  running  through  my  mind  is 
the  apparent  necessary  lack  of  continuity  of  ownership  in  a  small 
enterprise.  If  three  men,  for  example,  go  into  the  oil-marketing  busi- 
ness as  young  men  together  and  develop  a  business  of  moderate  yet 
fairly  substantial  proportions  as  they  go  along,  and  most  of  their 
capital  is  in  that  business,  when  they  get  to  middle  life  they  are  faced 
with  the  problem  of  what  to  do  with  their  properties,  because  they 
know  that  the  estate  taxes  are  going  to  be  very  high. 

The  Chair^iax.  Yes;  I  think  you  brought  that  out  very  clearly. 
And  that  promotes  the  sale  to  the  larger  unit  and  promotes  the  growth 
of  the  larger  unit ;  that  is  what  you  have  just  said. 

Mr.  Dow.  Then  there  is  another  thing  that  is  related  to  it,  and  that 
is  this :  In  order  to  build  up  a  business  it  is  necessary  to  earn  money 
and  to  build  up  capital  and  to  lay  aside  from  year  to  year  additions 
to  capital  out  of  earnings.  Now,  the  established  units  in  any  industry 
as  of  today  were  built  up  under  tax  rates  very  much  lower  than  prevail 
today,  and  that  are  likely  to  prevail  for  any  time  in  the  future  that 
we  can  foresee.  And  as  will  be  developed  later  in  this  paper,  the 
independents  are  quite  concerned  about  that  in  connection  with  the 
necessity  that  they  have  of  adding  to  their  capital  out  of  earnings. 

The  Chaipjjiax.  I  am  not  attempting  to  draw  any  conclusions  here. 
I  am  just  emphasizing  the  facts  that  you  have  brought  out.  And, 
Mr.  Dow,  I  regret  very  much,  as  I  told  you  in  advance,  that  it  is 
necessary  for  me  to  go  to  a  meeting  of  the  Committee  on  Military 
Affairs  to  which  the  Secretary  of  War  and  the  Secretary  of  the  Navy 
have  been  called.  I  am  sorry  not  to  be  able  to  sit  down  and  enjoy  the 
rest  of  your  paper  as  much  as  I  have  enjoyed  listening  to  the  first 
part  of  it. 

Mr.  Dow.  I  will  be  very  glad  to  submit  it  without  reading  anything 
further. 

The  Chairman.  Senator  Moore  will  be  here. 

Senator  Moore.  I  wiU  be  very  glad  to  listen  to  it,  Mr.  Dow,  so 
that  the  others  may  have  the  opportunity. 

(Senator  Moore  now  presiding.) 

Senator  Moore.  There  is  just  one  question  I  thought  I  got  from 
your  deductions  here,  that  with  your  system  of  taxation  and  policy 
of  taxation  as  applied  to  these  independent  units  it  will  result  in  a 
reduction  of  competition  in  business,  because  many  of  these  businesses 
have  to  go  out  of  business :  many  of  them  have  to'^  sell.  They  may  be 
confiscated  by  the  estate  taxes  and  other  taxes  that  are  imposed.  Is 
that  right  ? 

Mr.  Dow.  That  is  right.  If  a  man  has  built  up  over  his  lifetime 
an  interest  in  the  business  out  of  which  the  estate  taxes  would  take  a 
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third  or  a  half  on  his  death,  he  cannot  get  Uncle  Sam  to  take  a  third 
or  a  half  of  the  business  institution  in  payment  of  taxes. 

Senator  Moore.  That  is  right. 

Mr.  Dow.  If  he  has  not  additional  capital,  he  is  forced  frequently 
to  sell  his  properties ;  and  if  he  has  additional  capital,  he  is  in  a  still 
higher  estate-tax  bracket,  and  still  may  have  to  liquidate. 

Senator  Moore.  Thank  you. 

Mr.  Dow.  I  will  now  resume  the  statement. 

(b)  Location. — Although  there  are  important  exceptions,  the  refin- 
eries of  the  independents  have  been  located  more  generally  in  the  oil- 
producing  areas  than  those  of  the  majors.  For  this  reason  their  crude 
oil  supply  is  nearer  to  their  plants  but  their  markets  are  more  distant. 
This  tends  to  confine  their  sources  of  crude  oil  supply  to  particular 
fields,  of  limited  life,  as  all  fields  are,  and  to  limit  their  product  dis- 
tribution by  transportation  costs.  In  California,  however,  the  plants 
of  the  independent  refiners  are  located  relatively  close  to  production 
and  markets  but  their  crude  oil  is  received  by  tank  trucks  at  transpor- 
tation costs  substantially  greater  than  those  of  the  majors  who  receive 
their  crude  oil  by  pipe  line.  The  independent  refiners  on  the  Gulf 
coast  are  located  on  deep  water,  as  the  plants  of  the  majors  are.  They 
receive  their  crude  oil  by  pipe  line  or  barge,  rely  very  little  on  local 
distribution  of  their  products,  preferring  to  seek  outlets  in  the  East 
Coast  States  and  the  world  markets.  But  despite  important  excep- 
tions such  as  these  I  believe  the  plants  of  most  of  the  independent 
refiners  are  located  relatively  close  to  the  sources  of  their  crude  oil 
and  are  far  more  dependent,  relatively,  upon  the  railroads  than  are 
the  majors,  for  access  to  their  markets.  This  is  indicated  by  the  many 
petroleum  rate  cases  which  have  been  brought  to  the  Interstate  Com- 
merce Commission  for  decision.  In  this  connection  price  realization 
at  the  refinery  is  affected  by  distribution  costs,  one  of  the  largest  items 
being  the  cost  of  transportation,  in  which  distance  is  an  important 
factor.  Where  sales  are  made  within  adjacent  areas  there  is  frequently 
a  freight  advantage  to  the  local  plant.  The  net  back  may  be  adversely 
affected  if  distribution  over  too  large  a  territory  is  attempted.  The 
operators  of  the  large  refineries  which  are  located  more  generally  near 
cities  of  large  population  say  that  their  refining  capacity  is  so  much 
greater  than  their  share  of  the  local  market  that  they  too  must  ship 
their  products  considerable  distances  in  order  to  sell  their  products, 
thus  reducing  their  net  back  as  in  the  case  of  the  refiners  whose  plants 
are  located  nearer  the  sources  of  crude  oil  supply. 

This  matter  of  refinery  location  is  very  important.  A  study  of  the 
growth  of  refinery  capacity  in  relation  to  available  forms  of  trans- 
portation shows  that  for  two  decades  or  more  substantially  all  the 
aggregate  increase  in  refinery  capacity  has  been  made  in  locations 
served  by  pipe  lines  and  water  facilities  and,  conversely,  that  the  total 
capacity  of  the  land-locked  plants  had  remained  about  what  it  was. 
Of  course  there  are  some  areas  where  the  choice  of  deep-water  facili- 
ties is  not  available  but  the  combination  of  pipe  lines  and  water  is 
undoubtedly  a  very  important  factor  as  affecting  the  growth  and  life- 
tenure  of  a  refinery.  The  wise  location  of  efficient  refineries  and  the 
use  of  the  oil  industry's  distinctive  and  economical  transportation  fa- 
cilities have  unquestionably  contributed  very  largely  to  the  substantial 
reductions  which  have  been  made  in  the  prices  of  petroleum  products 
to  the  public. 
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Mr.  Frasee.  Have  you  thought  anything  about  the  location  of  re^ 
fineries  in  connection  with  national  defense  ? 

Mr.  Dow.  You  mean  the  scattering  of  refineries  so  as  not  to  have  a 
single  area  menaced  ? 

Mr.  Eraser.  Yes. 

Mr.  Dow.  No,  I  had  not,  sir.  It  might  well  be  a  very  important  con- 
sideration. 

(<?)  Crude-oil  supply. — Independent  refiners  quite  generally  stress 
the  problem  of  crude-oil  supply  and  their  relation  to  independent 
producers.  The  chart  in  appenciix  A  [infra,  p.  206]  shows  that  there 
is  a  substantially  smaller  degree  of  concentration  in  production  than 
in  refining.  This  is  no  doubt  due  to  the  greater  capital  requirements 
involved  in  refining.  In  any  event  the  independent  refiners  buy  the 
greater  part  of  their  crude  oil  from  the  independent  producers  and, 
except  in  unusual  cases,  pay  the  full  posted  price,  at  times  plus  a  pre- 
mium. These  premiums  have  been  less  frequent  in  recent  years  prior 
to  Pearl  Harbor  when  the  supply  of  crude  oil  has  been  ample  in  rela- 
tion to  demand,  but  when  paid  they  have  often  resulted  in  an  advance 
in  the  posted  price.  Also  the  independent  refiners  provide  in  many 
cases  the  only  market  that  the  producers  have.  They  cite  instances 
where  for  one  reason  or  another — limited  volume  of  production,  its 
location,  the  quality  of  the  crude  oil  or  its  price — the  majors  have  dis- 
continued purchases.  In  such  cases  independent  refiners  have  bought 
the  crude  oil  or  the  producers  have  built  a  refinery  in  order  to  dispose 
of  it  in  the  form  of  its  products.  And  the  independent  refiners  further 
stress  the  fact  that  although  they  normally  pay  the  full  posted  price, 
or  more,  for  the  crude  oil,  they  rarely  if  ever  can  sell  their  products  at 
higher  prices  than  the  majors  receive  for  their  highly  advertised  prod- 
ucts, marketed  to  the  consumers,  as  those  products  frequently  are, 
under  conditions  of  elaborate  and  costly  service. 

During  the  war  the  importance  of  a  more  adequate  supply  of  crude 
oil  for  the  small  refiners  has  been  officially  recognized.  Through  ef- 
forts of  committees  organized  under  the  Petroleum  Administrator  for 
War  crude  oil  has  been  allocated  to  some  of  these  companies  which 
they  would  not  otherwise  have  been  able  to  secure.  Furthermore  an 
order  with  respect  to  Government  royalty  oil  and  having  the  same 
purposes  was  executed  by  the  Secretary  of  the  Interior  as  recently  as 
May  25, 1945.    It  reads,  in  part: 

Title  30 — Mineeal  Resoueces 

chaptee  ii geological  sukvey 

DEPARTMENT  OF  THE  INTERIOR 

PART    221 OIL    AND    GAS    OPEKATING    BEGirLATIGNS 

Government  royalty  oil 

In  the  interest  of  encouraging  and  fostering  small  business  enterprise  in  the 
oil  industry,  it  is  essential  that  adequate  supplies  of  crude  oil  be  made  available 
to  refiners  who  do  not  have  access  to  sufficient  supplies  of  crude  oil  to  assure 
continued  operation  of  refineries  engaged  in  providing  petroleum  products  for 
military  or  necessary  civilian  uses.  To  that  end,  it  will  be  the  policy  of  the 
Department  of  the  Interior,  upon  a  satisfactory  showing  in  accordance  with  the 
procedure  hereinafter  prescribed  and  after  reasonable  notice  to  its  lessees,  to 
take  its  royalty  oil  in  kind  pursuant  to  section  36  of  the  Oil  and  Gas  Leasing 
Act  of  February  25,  1920  (41  Stat.  451,  30  U.  S.  C.  sec.  192). 
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1.  Refiners  unable  to  purchase  in  the  open  market  an  adequate  supply  of  crude 
oil  may  file  an  application  with  the  Secretary  of  the  Interior.    *     *     * 

3.  If,  after  considering  the  recommendations  of  the  appropriate  agencies  of 
the  Department  and  of  the  Petroleum  Administration  for  War,  the  Department 
elects  to  take  its  royalty  crude  oil  in  kind,  the  oil  will  be  advertised  for  sale  at 
not  less  than  the  market  price  or  at  the  maximum  price  established  or  authorized 
by  the  Office  of  Price  Administration  if  it  is  greater.  Where  two  or  more 
identical  bids  are  received  for  the  same  crude  oil,  the  Secretary  will  give  due 
consideration  to  the  factors  outUned  in  paragraph  1  and  award  the  oil  to  such 
bidder  as  he  determines  would  best  serve  the  public  interest.     *     *     * 

My  correspondence  also  indicates  that  the  independent  refiners  share 
the  apprehension  of  the  independent  producers  of  the  maladjustments 
that  may  follow  if  imports  of  crude  oil  increase.  They  foresee  rising 
costs  as  domestic  production  continues  its  normal  history  of  transition 
from  flush  fields  to  stripper  wells.  They  assume  that  the  imports  of 
crude  oil  will  be  to  refineries  located  mainly  on  deep  water,  with 
products  moving  to  interior  points  by  pipe  line.  Anticipating  that 
this  will  mean  "cheap  crude"  for  the  seaboard  refiners  they  foresee 
disturbances  to  domestic  price  structures  which  may  increase  their 
difficulties  of  competing  with  the  larger  and  more  advantageously 
located  companies. 

The  concern  which  the  independent  refiners  show  as  to  an  adequate 
supply  of  crude  oil  for  the  future  means,  of  course,  that  they  recognize 
the  soundness  of  the  position  taken  by  the  independent  producers  in 
this  hearing  as  to  the  need  of  an  adequate  price  for  the  crude  oil  itself. 
The  producer's  price  is  the  refiner's  cost,  but  the  refiners  do  not  expect 
the  producers  to  continue  to  produce  unless  they  can  secure  their  costs, 
including  replacement  costs,  plus  a  fair  profit.  The  greatest  harm  that 
could  come  to  the  independent  refiners  would  be  the  abandonment  of 
the  thousands  of  smaller  wells  which,  for  many  of  them,  are  their 
present  and  future  source  of  a  crude-oil  supply.  I  have  often  heard 
independent  refiners  say  that  they  "never  made  any  money  running 
cheap  crude  oil."  The  effect  of  cheap  crude  oil  is  to  demoralize  the 
whole  price  structure,  leaving  few  operations — whether  producing,  re- 
fining, or  marketing — a  fair  return.  Overproduction  and  the  pressure 
of  shut-in  production  in  the  prewar  years  had  their  inevitable  effect 
before  Pearl  Harbor  in  a  j^rice  structure,  for  crude  oil  and  its  products, 
that  was  very  low,  as  the  Government  statistics  show,  when  compared 
with  other  commodities  or  by  any  other  recognized  test.  This  price 
structure  has  been  held  by  Government  control  too  rigidly  in  view  of 
increasing  costs  of  wages,  of  maintenance,  and  of  necessary  improve- 
ments. The  effect  of  this  rigid  control  is  likely  to  be  seriously  felt  in 
many  waj^s  in  the  future.  An  adequate  price  for  crude  oil,  with  corre- 
sponding levels  in  the  prices  of  petroleum  products  under  which  the 
independent  refiners  can  operate  at  a  profit,  is  essential  if  the  inde- 
pendent refiners  and  the  other  branches  of  the  industry  are  to  be  able 
to  continue  their  important  functions. 

Mr.  Fraser.  When  you  say  the  effect  of  this  rigid  control  is  likely 
to  be  seriously  felt  in  many  ways  in  the  future,  you  are  assuming,  I 
take  it,  that  even  though  price  control  might  not  continue  very  much 
longer,  the  effects  of  price  control  to  date  will  have  repercussions  in 
the  future  for  a  long  time  ? 

Mr.  Dow.  That  is  right.  You  cannot  do  an  injury  to  a  business 
over  a  period  of  several  years  and  stop  the  effects  of  the  injury  at 

LiSRAf.Y 


ILllfl-lLL^Si  CmiKE 


2(30  THE   INDEPENDENT  PETROLEUM   COMPANY 

the  point  where  you  lift  your  controls.  That  will  necessarily  continue, 
and  that  is  illustrated  by  the  case  which  I  gave  this  morning  of  those 
tremendous  freight  rate  increases  which  became  effective  2  years  too 
late,  and  which  deprived  the  Government  of  revenue,  the  railroads  of 
revenue,  at  a  time  when  they  could  be  borne,  and  which  became  effec- 
tive at  the  time  when  they  would  not  be  wisely  maintained  because  of 
falling  prices  in  the  products  which  they  carried. 

I  will  now  continue  with  the  statement. 

{d)  Research  and  specialization. — The  advantages  of  large  con- 
centrations of  capital  in  the  field  of  research  are  of  course  well  under- 
stood as  is  the  fact  that  research  on  a  large  scale  is  beyond  the  reach 
of  the  typical  independent  refinery.  Yet  not  a  few  of  the  independents 
stress  their  success  in  specialization  and  there  is  a  growing  feeling  that 
their  future  will  be  strengthened  by  further  efforts  in  that  direction. 
Some  of  them  manufacture  types  of  products  not  generally  produced, 
and  for  which  they  have  found  special  markets. 

There  are  noteworthy  instances  of  successful  cooperation  among 
independents  in  research.  Drilling  for  oil  started  in  Pennsylvania 
and  the  fields  producing  Pennsylvania  grade  crude  oil,  with  its 
distinctive  and  valuable  content  of  lubricants,  are  the  oldest  in  point 
of  development.  It  is  natural  that  the  first  efforts  in  cooperation 
should  have  been  made  among  independent  refiners  and  producers  of 
that  region.  A  successful  cooperative  refining  laboratory  has  been 
maintained  for  some  years  at  Pennsylvania  State  College  and  more 
recently  cooperative  programs  for  research  in  many  producers'  prob- 
lems, such  as  secondary  recovery,  have  gotten  under  way.  There  is 
a  growing  appreciation  among  the  States  of  the  importance  of  their 
mineral  resources  and  in  consequence  the  States  are  beginning  to  co- 
operate with  industry  in  petroleum  research,  particularly  in  produc- 
tion. The  Federal  Government  through  the  Bureau  of  Mines  has  been 
doing  this  for  some  years,  with  interest  in  it  definitely  increasing. 

Several  refiners'  associations  have,  for  a  long  period  of  yeai-s,  carried 
on  very  useful  cooperative  efforts  in  the  testing  of  oils  and  stand- 
ardization of  testing  methods. 

(e)  Employment. — All  of  the  independent  refiners  stress  their  value 
in  the  matter  of  employment.  Their  plants,  as  we  have  noted,  are 
generally  more  remote  from  the  large  centers  of  population  than  are 
those  of  the  majors.  Wlien  thus  located  in  the  smaller  communities 
their  share  of  the  local  employment  is  frequently  large  and  their  suc- 
cessful operation  is  of  proportionate  importance  to  those  communities. 

Mr.  Fraser.  May  I  interrupt  ? 

Mr.  Dow.  Yes,  sir. 

Mr.  FiL^SER.  I  would  like  to  inquire  about  what  percentage  of  the 
costs  of  the  refiner  is  labor  cost. 

Mr.  Dow.  I  am  sorry,  I  cannot  give  you  that. 

Mr.  Fraser.  It  would  be  rather  small,  would  it  not  ? 

Mr.  Dow.  It  is  smaller  than  in  some  other  industries,  where  manual 
labor,  of  course,  is  employed,  as  in  the  automotive  industry;  but  it  is 
still  a  considerable  item,  and  one  of  increasing  importance  because  of 
the  very  substantial  wage  increases  that  have  been  put  into  effect  and 
are  still  being  put  into  effect.     [Resuming :] 

(/)  Marketing. — This  study  is  not  intended  to  deal  with  the  many 
problems  of  petroleum  marketing.     However,  any  company  which 
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sells  its  product,  whether  f.  o.  b.  the  refinery  or  to  the  final  consumer, 
is  engaged  in  marketing.  For  that  reason  the  independent  refiners, 
in  discussing  their  problems,  refer  to  that  subject  and  in  some  groups 
it  is  stressed  as  of  very  primary  importance.  It  is  their  position  that 
factors  of  size  and  location  have  a  direct  bearing  on  the  marketing 
problems  of  the  independent  refiner.  His  relatively  small  crude 
throughput  limits  the  size  of  the  area  and  the  number  of  areas  that  he 
can  serve  with  his  light-oil  products — gasoline,  kerosene,  and  fuel 
oils — even  when  he  operates  under  transportation  conditions  as  favor- 
able as  enjoyed  by  his  major  competitors.  Where  he  must  depend  on 
railroad  or  highway  transport,  he  is  precluded  competitively  from 
distributing  his  light-oil  products  except  within  relatively  limited 
distances  from  his  refinery.  This  lack  of  freedom  in  choosing  his  mar- 
keting areas  increases  the  relative  importance  to  him  of  being  able  to 
sell  his  products  through  the  channels  of  distribution  both  wholesale 
and  retail  that  exist  in  his  circumscribed  marketing  territory. 

A  number  of  independent  refiners  specialize  because  of  the  charac- 
teristics of  the  crude  which  they  refine,  in  lubricating  oils.  These  re- 
finers have  an  additional  problem  as  to  markets  due  to  the  fact  that 
they  must  have  a  Nation-wide  market  and  also  foreign  markets  if  they 
are  to  dispose  of  their  production  of  high-quality  lubricants.  These 
lubricating  oils  must  be  sold  almost  entirely  through  wholesalers,  re- 
tailers, and  exporters  who  do  not  handle  the  light-oil  products  of 
these  lubricating  oil  refiners,  and  access  to  wide  markets  is  particu- 
larly vital  to  them. 

{g)  Earnings  and  taxation. — In  appendix  A  [infra,  p.  204]  are 
quoted  certain  of  the  findings  of  a  recent  study  of  30  large  oil  companies 
whose  stock  is  listed  on  the  leading  exchanges,  and  21  of  which  are 
both  producers  and  refiners  of  crude  oil.  It  covers  a  9-year  period, 
1934-42.  It  includes  4  companies  which  produce  more  crude  oil  than 
their  refinery  requirements  and  IT  companies  which  produce  less  than 
their  refinery  requirements.  All  21  companies  are  large  producers 
of  crude  oil. 

With  respect  to  that  study  it  should  be  noted  at  once  that  the  21  com- 
panies are  a  group  from  among  the  largest  and  strongest  companies  in 
the  oil  business.  Their  earnings  are  by  no  means  typical  or  representa- 
tive of  the  thousands  of  small  enterprises  that  are  engaged  in  some 
phase  of  the  oil  business — production,  refining,  or  marketing.  I  am 
using  the  findings  of  the  study  because  of  the  light  which  it  throws 
upon  the  comparative  sources  of  income  in  relation  to  investment. 

The  study  shows  that  in  the  9-year  period,  1934-42,  nine  solely  pro- 
ducing companies  earned  8.8  percent  on  invested  capital,  4  com- 
panies with  production  in  excess  of  refinery  requirements  earned 
8.2  percent,  while  17  companies  with  production  less  than  refinery 
requirements  earned  6.2  percent.  This  trend  would  indicate  that 
the  still  less  favorable  position  is  that  of  the  refining  companies  which 
have  little  or  no  production  but  must  buy  their  crude  oil  at  the  posted 
price  or  at  a  premium. 

Furthermore,  the  other  table  in  exhibit  A  [infra,  p.  205]  shows  that 
in  the  9-year  period  the  rate  of  return  on  invested  capital  of  the  30  oil 
companies  averaged  only  6.4  percent  as  contrasted  with  8.8  percent 
earned  on  the  average  by  over  1,100  manufacturing  companies.  The 
conclusion  from  this  is  not  only  that  the  oil  industry's  return  on  invest- 
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ment  is  low,  actually  and  comparatively,  but  that  there  may  be  less 
financial  elbow  room  for  its  more  marginal  enterprises  than  is  true 
in  other  industries. 

Integration  appears  to  have  the  advantage  of  tempering  the  effects 
of  changes  that,  in  normal  times,  take  place  in  the  price  structures. 
These  changes  may  make  production,  or  refining,  or  marketing  more 
remunerative  than  it  was  before  the  change,  or  make  it  less  remuner- 
ative. Integration  absorbs  the  shocks  as  well  as  the  gains  and  the 
integrated  companies  usually  come  to  the  end  of  the  year  with  a  profit, 
although  it  may  be  low  in  relation  to  investment.  Because  of  the  fluc- 
tuations of  supply  in  relation  to  demand  that  are  characteristic  of  the 
oil  business,  the  price  structures  are  volatile,  and  while  they  work 
against  the  large  company  as  well  as  the  small,  they  frequently  leave 
the  unintegrated  refiner  "in  the  red."  At  other  times  he  may  make  a 
good  profit  and  when  he  does  Government  lays  upon  him  the  heavy 
hand  of  taxation.  Small  business  cannot  readily  build  up  capital  and 
grow  under  these  circumstances.  Consequently  relief  from  excessive 
taxation  is  imperative. 

In  the  field  of  taxation  the  Federal  Government  can  properly  and 
effectively  aid  small  business.  Everyone  knows  that  the  unbelievably 
staggering  costs  of  World  War  II  must  be  paid  for  by  very  high  taxes 
for  many  years  to  come.  There  is  recognition  that  this  burden  must 
be  borne  and  that  at  best  it  will  fall  heavily  upon  everyone.  What  is 
important  is  to  determine  what  is  the  "fair  share"  of  each  business 
enterprise  or  individual  taxpayer. 

Among  the  comments  on  this  phase  which  my  correspondence  dis- 
closes are  the  following : 

The  tax  inequalities  now  existing  between  the  usual  business  corpo- 
ration and  the  "cooperatives"  should  be  removed. 

Senator  Moore.  If  you  will  pardon  me  here,  Mr.  Dow,  Senator 
O'Mahoney  asked  me  to  call  attention  to  the  fact  that  the  cooperatives 
are  smarting  quite  keenly  under  what  is  termed  "an  attack  against 
the  cooperatives."  And  they  have  asked  for  permission  to  come  here 
and  be  heard,  which  opportunity,  of  course,  will  be  granted. 

Mr.  Dow.  I  see.    [Resuming :] 

Recognition  should  be  given  to  the  fact  that  what  might  be  con- 
sidered big  business  in  one  industry  may  be  very  small  business  in  an- 
other. In  the  oil  industry  a  typical  independent  refining  company 
may  have  an  investment  of  2  or  4  or  6  million  dollars,  or  more  than 
that,  but  it  would  still  be  a  small  enterprise,  a  hazardous  and  marginal 
enterprise,  compared  with  its  major  competitors.  Under  the  present 
tax  law  the  Federal  Government  will  take  38  percent  of  net  taxable 
corporate  incomes  of  $50,000  or  niore  regardless  of  the  size  of  the 
various  enterprises,  their  need  of  new  capital,  or,  if  estimated  in  terms 
of  assured  continuous  earning  power,  of  their  ability  to  pay.  So  it  is 
suggested  that  consideration  be  given  to  increasing  the  level  of  net 
taxable  incomes  at  which  the  maximum  rate  applies  and  of  modifying 
the  rates  of  taxation  on  corporate  incomes  below  that  level. 

In  this  connection  there  is  also  criticism  of  the  system  of  double  tax- 
ation— that  is,  taxation  first  of  corporate  earnings  and  again  upon 
those  earnings  when  distributed  to  stockholders — especially  as  re- 
lated to  small  business.  The  point  made  here  is  that  the  small  en- 
terprises are  the  ventures  of  a  comparatively  few  individuals  whereas 
the  large  corporations  have  thousands  of  stockholders  with  an  average 
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ownership  of  relatively  few  shares.  When  the  small  corporation  de- 
clares a  dividend  it  is  likely  to  place  the  few  owners  of  the  enterprise 
in  a  high  surtax  bracket,  and  for  that  reason,  it  is  said,  the  total  "take" 
of  the  Government  in  the  two  stages  of  taxation  of  the  small  enterprise 
is  relatively  greater  than  in  the  case  of  the  large  corporation. 

Mr.  Fkaser.  Then,  when  death  comes,  there  is  another  take. 

Mr.  Dow.  That  is  right,  and  it  is  a  real  one.    [Resuming :] 

In  the  foregoing  paragraphs  I  have  undertaken  to  summarize  the 
views  which  the  independent  refiners  have  expressed  to  me  in  corre- 
spondence and  conference.  It  is  their  story.  I  have  acted,  as  I  said, 
as  a  reporter  and  not  as  one  having  had  personal  experience  as  a  refiner. 

Certainly  no  one  who  knows  the  oil  industry  can  doubt  the  genuine- 
ness or  intensity  of  the  competition  that  exists.  Nor  can  anyone  ques- 
tion the  fact  that  between  the  years  immediately  preceding  World 
War  I  and  the  present  time,  enterprises  that  were  small  business  in 
their  origins  have  grown  to  be  very  large  companies  which  the  oil 
industry  describes,  without  stigma  but  as  indicative  of  their  size  and 
economic  strength,  as  "the  majors."  This  fact  recalls  a  recent  state- 
ment of  the  Secretary  of  Commerce  that  "from  the  tiny  seedlings  of 
small  business  our  mightiest  industrial  giants  have  developed."  He 
goes  on  to  say : 

Small  business  is  a  primary  source  of  initiative  and  new  ideas,  energetically 
striving  to  meet  new  needs  and  forcing  alertness  on  all  the  rest  of  the  industrial 
and  distributive  system.  It  is  the  basis  for  democracy  in  industry,  by  providing 
alternatives  through  which  independently  minded  men  can  escape  from  economic 
autocracy. 

Small  business  is  a  necessity  upon  which  the  life  of  the  free-enterprise  system 
depends.  Opportunity  and  competition  are  the  marks  of  health  in  our  economy — 
the  symbols  by  which  a  man  evaluates  both  his  chance  to  rise  to  a  position  of 
prominence  and  his  ability  to  obtain  on  an  equitable  basis  the  things  his  family 
needs.  Where  there  is  no  room  for  new  enterprise,  there  is  no  room  for  free 
enterprise. 

The  last  sentence  of  that  quotation  sounds,  at  first,  like  a  bit  of  in- 
dulgence in  apt  phraseology.  But  on  second  thought  it  seems  to  mean 
what  Senator  O'Mahoney,  chairman  of  your  committee,  means  when 
he  says,  "Big  business  means  big  government." 

The  independent  refiners  do  not  want  big  government.  Like  most 
freedom-loving  Americans,  they  are  apprehensive  of  the  growth  of 
government  and  are  restive  under  its  controls  except  in  such  an  emer- 
gency as  the  war  created.  But,  if  I  understand  them  correctly,  they 
are  concerned,  as  they  look  into  the  future,  about  a  number  of  prob- 
lems. Among  these  are  a  crude-oil  supply,  feeling  that,  because  of 
their  own  lack  of  integration,  the  reserves,  as  drawn  upon,  may  go 
into  other  channels;  and,  for  much  the  same  reason,  they  are  con- 
cerned about  assurance  of  market  outlets  open  to  them  in  sufficient 
measure,  under  conditions  that  are  characterized  by  good  business  and 
fair  dealing.  They  want  government  to  be  operated  economically 
and  they  Imow  whether  government  is  big  or  little,  that  it  must  be 
supported.  But  they  feel  that  taxation  should  be  tempered  in  accord- 
ance with  ability  to  pay  and  should  take  into  account  the  need  for 
building  up  capital  through  profits  that  can  be  plowed  back  into  the 
business.  On  the  subject  of  profits  they  would  agree  with  Henry  Ford 
2d  in  his  recent  statement : 

It  has  become  somewhat  unfashionable  to  speak  of  making  profits,  as  if  it 
were  an  un-American  notion.    But  only  out  of  profits  can  any  established  busi- 
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ness  get  the  funds  for  research  for  better  things  and  better  ways  of  doing  things 
Only  out  of  profits  can  come  the  capital  for  new  tools,  new  plants,  new  tech- 
niques in  production.  Only  out  of  profits  can  come  higher  wages,  improved  work- 
ing conditions,  and  new  opportunities  for  employees. 

The  profits  of  independent  refiners  must  come  from  refining,  a 
manufacturing  operation.  It  seems  clear  that  for  the  industry  as  a 
whole  the  profit  margin  in  refining,  which  in  effect  means  the  return 
on  investment  in  refining  equipment,  is  very  low.  This  explains  the 
contentions,  frequently  made  by  independents,  in  marketing  perhaps 
even  more  than  in  refining,  that  if  they  are  to  compete  successfully  with 
the  majors,  each  branch  of  the  industry — production,  refining,  trans- 
portation, and  marketing — should  pay  its  own  way.  Or,  stated  in 
another  form,  if  the  profits  in  one  operation  are  used  to  absorb  losses 
in  another  then  those  losses  tend  to  make  it  impossible  for  inde- 
pendents to  stay  in  business  in  the  branch  of  the  industry  that  is 
operating  at  a  loss. 

And  finally,  while  it  is  true  that  the  industrial  giants  of  the  indus- 
try have  grown  from  the  tiny  seedlings  of  small  business,  to  repeat 
the  Secretary's  metaphor,  it  does  not  by  any  means  follow  that  ap 
independent  enterprise  must  be  considered  unsuccessful  unless  it 
grows  to  be  a  major.  There  are  small  refineries  that  have  been  in 
business  over  a  large  part  of  the  history  of  the  industry  and  that  have 
been,  and  are,  successful.  They  of  course  have  had  the  advantage  of 
the  rapid  growth  of  the  oil  industry  in  years  when  demand  for  gaso- 
line and  other  products  was  pressing  for  increases  in  refining  capacity. 
At  present  and  for  the  near  future  refining  capacity  is  and  will  be  in 
excess  of  anticipated  requirements.  This  indicates  reduced  profit 
margins  which  are  likely  to  depress  the  small  enterprises — until  2  or 
3  years  of  the  manufacture  of  automobiles  and  other  vehicles  of 
transportation,  uninterrupted  by  strikes,  have  restored  the  upward 
curves  of  peacetime  demand. 

The  independent  refiners  have  been  gratified  to  note  the  concern 
expressed  by  the  legislative  and  executive  branches  of  Government 
in  recent  years  with  respect  to  the  welfare  of  small  business.  They 
regard  this  concern  as  an  expression  of  interest  in  free  enterprise. 
This  hearing  is  but  one  of  a  number  of  manifestations  of  that  interest 
and  for  that  reason  I  am  sure  that  the  independent  refiners  are 
grateful  to  your  committee  for  this  opportunity  to  respond  to  your 
request  for  mformation,  however  inadequate  they  may  feel  that  my 
response  has  been. 

(The  appendixes  to  the  statement  of  Mr.  Dow  are  as  follows :) 

Appendix  A.  Exteacts  from  Souhces,  Dispositions,  and  Chaeacteeistics  of  the 
Capital  Employed  by  30  Oil  Companies  Dueing  the  9- Year  Period,  1934r42 

(By  Pogue  and  Coqueron,  The  Chase  National  Bank,  New  York) 

introduction 

******* 

The  30  oil  companies  covered  by  this  study  include  21  companies  which  both 

produce  and  refine  crude  oil.     They  are  listed  on  the  leading  stock  exchanges 

and  for  the  purpose  of  analysis  the  21  companies  are  grouped  as  follows:    4 

companies^  with  production  averaging  in  excess  of  refinery  requirements,  and 

1  Continental  Oil  Co.,  Ohio  Oil  Co.,  Phillips  Petroleum  Co.,  and  Skelly  Oil  Co. 
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17  companies '  with  refinery  throughput  in  excess  of  crude  production. 


PRODUCTIVITY   OF    CAPITAL 


Table  7. — Percent  return  on  invested  capital  hy  21  oil  companies  which  both 
produce  and  refine  crude  oil  during  the  9-year  period  1934-42 


4  companies  with  productionT 
in  excess  of  refinery  require- 
ments 

17  companies  with  production 
less  than  refinery  require- 
ments 

Average 
invested 
capital 

Net  in- 
come 

Return 

Average 
invested 
capital 

Net  in- 
come 

Return 

Million 
dollars 

401 

394 

398 

Million 
dollars 

17 

30 

40 

Percent 
4.2 
7.7 
10.1 

Million 

dollars 

4,925 

4,772 

4,902 

Million 
dollars 

134 

214 

358 

Percent 
2.7 
4.5 
7.3 

421 
426 
422 

56 
21 
20 

13.4 
5.0 

4.7 

5,170 
5,357 
5,412 

601 
264 
290 

9.7 
4.9 
5.4 

423 
429 
443 

28 
50 
46 

6.6 
11.5 
10.4 

5,437 
5,467 
5,573 

340 
465 
344 

6.3 
8.6 
6.2 

417 

34 

8.2 

5,224 

324 

6.2 

Notes 

Invested  capital  represents  the  average  of  the  book  value  of  outstanding  preferred  and  common  stocks  and 
consolidated  surplus  accounts  at  the  beginning  and  end  of  each  year. 

Net  income  is  after  deducting  all  charges  and  represents  earnings  available  for  preferred  and  common 
dividends. 


The  rate  of  return  on  invested  capital  based  on  earnings  for  the  30  oil  com- 
panies, as  compared  with  a  large  group  of  manufacturing  enterprises,  shows  a 
substantially  lower  rate  for  the  former,  as  indicated  in  the  following  table : 

Rate  of  return  on  invested  capital  of  SO  oil  companies  versus  group  of  over  1,100 
manufacturing  companies  hy  years,  1934-42 


Year 

30  oil  com- 
panies 

Over  1,100 
manufactur- 
ing com- 
panies • 

Difference 

1934                                                    - 

Percent 

2.9 
4.8 
.      7.6 
10.0 
5.1 
5.4 
6.3 
8.8 
6.6 

Percent 

4.3 
6.7 
10.4 
10.8 
4.8 
8.5 
10.3 
12.4 
10.1 

Percent 
-1.4 

1935.  .              

-1.9 

1936                                                                 

-2.8 

1937...      . 

-.8 

1938                                                             

-f.3 

1939 -       

-3.1 

1940    .                                                        -  -       

-4.0 

1941 

-3.6 

1942    ..                                                   - 

-3.5 

Average  ..           .-       . 

6.4 

8.8 

-2.4 

Compiled  by  The  National  City  Bank. 


1  Atlantic  Refining  Co.,  Gulf  Oil  Corp.,  Lion  Oil  Refining  Co.,  Mid-Continent  Petroleum 
Corp.,  Pure  Oil  Co.,  Richfield  Oil  Corp.,  Shell  Union  Oil  Corp.,  Sinclair  Oil  Corp.,  Socony- 
Vacuum  Oil  Co.,  Standard  Oil  Co.  of  California,  Standard  Oil  Co.  (Indiana),  Standard  Oil 
Co.  (New  Jersey),  Standard  Oil  Co.  (Ohio),  Sun  Oil  Co.,  Texas  Co..  Tide  Water  Associated 
Oil  Co.,  and  Union  Oil  Co.  of  California. 
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CONCENTRATION  OF  CAPITAL 

The  concentration  of  capital  amongst  cori)orate  units  in  1942  may  be  measured 
by  arranging  the  companies  in  descending  order  of  size  in  respect  to  net  crude 
oil  production  and  runs  to  stills  in  the  United  States.  Figure  11  shows  the 
number  of  companies  required  to  I'epresent  any  given  proportion  of  the  Nation's 
total  iproduction  and  refinery  throughput. 
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FiGUEE  11. — Concentration  of  production  and  refining  in  the  United  States  in  1942  ;  cumula- 
tive percentage  of  national  totals  represented  by  members  of  the  group  of  30  oil  com- 
panies. This  exhibit  reveals  a  relatively  low  degree  of  concentration  for  a  highly 
technological  industry. 

******* 

For  example,  as  regards  crude  oil  production,  the  5  largest  companies  produced 
25.0  i)ercent  of  the  total ;  the  10  largest  38.7  percent ;  the  15  largest,  47.3  percent ; 
and  the  20  largest,  51.4  percent.  The  next  10  raise  the  proportion  to  only  53.8  i>er- 
cent.  In  respect  to  runs  to  stills,  the  5  largest  processed  41.3  percent  of  the 
national  total :  the  10  largest,  63.3  i>ercent ;  the  15  largest,  73.7  percent ;  and  the 
20  largest,  78.5  percent.  The  latter  figures  reflect  greater  concentration  in  re- 
fining than  in  production ;  but  no  excessive  degree  of  concentration  is  apparent 
in  either  division.  On  the  contrary,  as  compared  with  other  highly  technological, 
mass-production  industries,  an  exceptional  lack  of  capital  concentration  is  indi- 
cated for  the  petroleum  industry. 

The  trend  of  concentration  of  capital  is  also  a  significant  economic  factor  and 
table  12  and  figure  12  show  the  data  on  this  point. 


CONCLUSIONS 

The  analysis  of  the  combined  statements  of  a  large  and  representative  sample 
of  the  American  petroleum  industry,  covering  a  period  of  9  years  extending  from 
1984  through  1942,  not  only  constitutes  a  record  useful  for  comparative  purposes, 
but  also  serves  as  a  basis  for  a  number  of  broad  generalizations,  as  follows : 

1.  The  petroleum  industry  generates  the  capital  needed  for  its  expansion  almost 
entirely  from  its  own  operations  and  is  therefore  a  singularly  self-contained 
economic  unit. 
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Figure  12. — Relation  of  the  producing  and  refining  operations  of  the  group  of  30  oil  com- 
panies to  the  totals  for  the  United  States,  showing  the  importance  of  the  sample 
studied.  The  chart  also  shows  the  trend  of  concentration  in  production  and  refining — 
sidewise  for  production  and  slightly  downward  for  refining. 


6.  In  1942,  Government  funds  entered  the  industry  for  the  first  time  in  sub- 
stantial amounts  and  were  utilized  for  the  provision  of  war  facilities  needed  for 
emergency  use. 

H:  *  H:  *  *  *  * 

8.  The  rate  of  return  on  invested  capital  for  the  group  averaged  6.4  percent  for 
the  i3eriod,  compared  with  an  average  of  8.8  percent  for  a  group  of  over  1,100 
manufacturing  compauies.  Integrated  oil  companies  showed  a  lower  rate  of  re- 
turn than  producing  companies. 


10.  The  combined  net  investment  in  properties,  plant,  and  equipment  of  the 
group  at  December  31,  1942,  was  distributed  in  the  divisions  of  the  business  as 
follows  :  production,  45.6  percent ;  transportation,  13.7  percent ;  refining,  19.8  per- 
cent ;  marketing,  18.7  percent ;  and  all  other,  2.2  percent. 

11.  The  concentration  of  capital  in  large  units  is  less  than  in  many  highly  tech- 
nological industries.  The  group  in  1942  produced  54  jjercent  and  refined  79  per- 
cent of  the  totals  for  the  country.  Eighteen  companies  accounted  for  half  of  the 
Nation's  crude  oil  production ;  and  seven  companies,  for  half  of  its  refinery 
throughput." 
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APPEITDIX   B.    IXDEPEXDEXT   RlPIXERS    AND   THEIE   LOCATION    BY    STATES 

The  independent  refiners  contained  in  the  Oil  and  Gas  Journal  list  of  United 
States  operating  refiners  (published  March  31,  1945)  are  located  geographically 
as  follows : 


Stat-e 


Arkansas... 
California-. 
Colorado... 

Idaho 

lUiEois 

Indiana 

Kansas 

Kentucky. . 
Louisiana.. 
Michigan... 
Minnesota. 
Mississippi. 
Montana... 
Xebraska... 
Xew  Jersey 


Number 
of  com- 
panies 


Number 
of  plants 


>^ew  Mexico.. 

New  York 

Ohio 

Oklahoma 

Pennsylvania. 
South  Dakota 

Tennessee 

Texas 

Utah 

Washington.. 
West  Virgioia 

Wisconsin 

Wyoming 

Total... 


Nimiber 
of  com- 
panies 


Number 
of  plants 


257 


1 8  companies  have  plants  in  2  States:  15  companies  each  have  2  plants  within  the  same  State. 

Senator  Moore.  Thank  you  for  a  very  fine  statement,  Mr.  Dow. 

Are  there  any  questions  ? 

Mr.  Fraser.  You  do  not.  Mr.  Dow,  make  any  proposals,  and  prob- 
ably do  not  intend  to,  for  dirorcement. 

Mr.  Dow.  I  am  glad  to  be  able  to  say  that  in  all  my  correspondence 
and  conferences  on  this  subject  no  independent  refiner  has  suggested 
the  wisdom  of  divorcement  in  the  industry,  in  any  of  the  forms  that 
have  been  discussed. 

Senator  Moore.  You  do  express,  or  repeat,  rather,  apprehensions 
of  the  refineries  as  to  problems  that  result  from  not  being  integrated. 

Mr.  Dow.  That  is  right.  And  as  I  say  here  in  this  pa^Der.  I  think 
that  it  is  perfectly  accurate  to  say  that  every  independent  refiner  would 
like  to  become,  even  though  he  remains  small,  an  integrated  company 
to  the  extent  that  he  can  do  so.  And  some  small  companies  are;  some 
own  their  own  gathering  lines.  Some  have  a  share  in  their  crude  oil 
production,  and  some — a  considerable  number  of  them — ^liave  at  least 
part  of  their  distribution  which  they  either  own  or  control. 

Senator  Moore.  We  will  also  have  problems  in  maintaining  a  solvent 
industry  ? 

Mr.  Dow.  That  is  right. 

Senator  Moore.  And  it  is  well  that  we  are  apprehensive  of  that 
before  we  get  too  far  away  from  sound  practices. 

Is  there  anything  further,  Mr.  Fraser  ? 

'Mr.  Fraser.  No. 

Senator  Moore.  Very  well,  Mr.  Dow.    We  thank  you  very  much. 

Mr.  Fell.  Mr.  Chairman,  before  Mr.  Becker  presents  his  paper,  I 
should  like  to  say  that  this  morning  Mr.  Reppert,  of  the  Ofiice  of  Price 
Administration,  made  some  statements  on  marketing.  None  of  us 
who  are  here  is  a  marketer,  and  we  were  not  in  a  position  to  answer 
them.  Mr.  Majewski.  who  is  a  marketer,  is  now  here,  and  Mr.  Majew- 
ski  would  like  to  have  about  5  minutes  to  answer  that  before  Mr. 
Becker  makes  his  statement. 
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STATEMENT  OF  B.  L.  MAJEWSKI,  DEEP  ROCK  OIL  CO. 

Mr.  Majewski.  First  I  would  like  to  make  an  inquiry  as  to  when 
the  cooperative  people  are  going  to  put  in  their  testimony.  That  state- 
ment was  very  interesting. 

Senator  Moore.  Do  you  know  anything  about  that,  Mr.  Fraser? 

Mr.  Fraser.  No;  this  letter  just  came  today.  But  I  should  think 
that  next  Wednesday  would  be  a  good  time. 

Mr.  Majewski.  There  is  no  chance  for  them  to  come  on  tomorrow, 
so  that  some  of  us  could  hear  it? 

Senator  Moore.  No,  they  are  scattered  around  quite  a  bit,  and  it 
would  take  some  time  to  get  them  together. 

Mr.  Majewski.  I  was  going  to  suggest  that,  since  the  cooperatives 
were  brought  into  the  picture,  they  be  invited  to  come,  because  many 
in  the  mdustry  would  like  to  hear  their  defense  of  the  tax  advantages 
that  the}'  have  enjoyed. 

And  whilst  on  that  subject,  the  Western  Petroleum  Refiners  Asso- 
ciation meets  in  Fort  Worth  on  the  25th,  26th,  and  27th  of  March. 
During  the  meeting  the  association  directorate  will  consider  a  report  of 
the  tax  advantages  that  the  cooperatives  enjoy  in  the  petroleum  indus- 
try, and  will  pass  upon  the  report  at  that  time.  The  association  would 
like  to  have  the  opportunity  of  filing  that  report  with  the  committee 
as  a  part  of  the  record.    [See  infra^  pp.  503-518.] 

Senator  Moore.  That  will  be  done. 

Mr.  Majewski.  Then  if  you  desire  to  interrogate  representatives  of 
the  association  on  that  report,  they  will  be  very  glad  to  appear. 

Senator  Moore.  I  am  sure  that  will  be  welcome. 

Mr.  Majewski.  I  was  not  here  when  Mr.  Eeppert  made  the  state- 
ment that  OPA  was  not  informed  of  the  trends  in  the  oil  industry, 
particularly  dealing  with  fuel  oil.  I  was  testifying  at  the  House  Bank- 
ing and  Currency  Committee  hearing  trying  to  get  the  oil  industry  out 
from  under  OPA  restraints  as  soon  as  possible. 

I  have  a  great  fondness  for  Mr.  Reppert.  I  met  him  the  hard  way ; 
and  every  time  I  meet  anyone  the  hard  way  and  get  to  like  the  fellow, 
I  soon  become  a  buddy.  I  find  myself  in  an  awkward  position  to 
criticize  what  he  said  this  morning,  because  I  have  committed  my- 
self and  the  industry  in  PAW  district  No.  2  to  help  him  solve  the  dif- 
ficulties that  he  finds  himself  in.  After  all,  Mr.  Reppert  did  not  create 
OPA.  He  just  has  the  onerous  task  of  making  the  damned  thing  work. 
[Laughter.]  So  I  am  sympathetic  with  the  poor  fellow,  and  if  I  had 
his  job  I  would  not  quit.  I  would  try  to  win  over  these  rugged  indi- 
vidualists in  the  oil  business  to  give  me  a  helping  hand.  And  we  in 
the  Middle  West  have  decided  to  help  as  long  as  we  have  OPA,  which 
we  hope  as  good  citizens  that  we  do  not  have  to  endure  too  long  in  the 
petroleum  industry. 

In  April  1945  at  Chicago,  the  Petroleum  Administration  for  War 
said  to  the  oil  industry  in  PAW  District  No.  2,  "You  have  to  produce 
50,000  barrels  of  Diesel  fuel  oil  daily  for  the  Navy."  The  industry  in 
this  area  replied  that  it  did  not  know  how  it  could  meet  this  Navy  de- 
mand and  supply  the  ensuing  winter  (1945-46)  demands  of  the  home 
owner,  even  under  a  rationing  program.    So  a  large  mass  meeting  of 
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the  industry  was  arranged  with  representatives  of  the  appropriate 
District  Two  Industry  Committees  and  representatives  of  PAW,  OP  A, 
and  the  Xavy  present.  And  putting  on  a  revival  exhortation,  which 
I  want  to  admit  I  helped  lead,  we  got  the  50,000  barrels  daily  of  Diesel 
fuel  for  the  Navy.  It  was  tough  getting  this  quantity  but  the  indus- 
try pointed  out  to  both  PAW  and  OPA  that  unless  there  was  a  price 
adjustment  made  to  encourage  beginning  immediately  (April  1945) 
added  manufacture  of  home  heating  oils  and  Diesel  fuels  and  residual 
fuel  oils  at  the  expense  of  gasoline,  during  the  ensuing  heating  season 
the  Midwestern  home  owner  would  not  have  sufficient  heating  oil  to 
keep  him  even  comfortably  warm,  and  that  this  spring  (1946)  we 
would  not  have  distillate  or  tractor  fuels  for  spring  plowing,  which  are 
important  factors  in  our  economy  in  the  Middle  West.  This  was  called 
to  the  attention  of  OPA  in  April  1945.  They  promised  to  look  into 
the  matter.  PAW  constantly  urged  OPA  to  take  such  action,  under 
my  spurring,  which  was  part  of  my  job  as  Chairman  of  the  National 
Distribution  and  Marketing  Committee  of  the  Petroleum  Industry 
War  Council.  Mr.  Eugene  D.  Uman  was  OPA's  petroleum  price  ex- 
ecutive at  the  time.  Mr.  Eeppert  was  not  in  the  petroleum  price  unit 
of  OPA  until  later. 

On  July  6.  1945.  the  Petroleum  Industry  War  Council's  Economic 
Subcommittee  predicted  a  shortage  of  30,000  barrels  a  day  of  kerosene, 
distillate  and  residual  fuels  for  the  third  quarter  of  1945  and  a  short- 
age of  129,000  barrels  a  day  for  the  fourth  quarter.  Again  in  the  same 
committee's  report  of  October  19,  1945,  page  5,  it  was  predicted  that 
during  the  fourth  quarter  75,000  barrels  per  day  of  residual  fuel  oil, 
8,000  barrels  per  day  of  distillate  fuel  oil,  and  2.000  barrels  per  day  of 
miscellaneous  fuel  oils  would  have  to  be  imported. 

These  predictions  were  sent  to  OPA  promptly,  but  the  predictions 
and  industry  recommendations  for  price  adjustments  were  not  given 
very  serious  attention. 

In  November  1945  Mr.  Sumner  Pike,  OPA  Fuel  Price  Chief,  was 
reported  as  saying  that  the  then  current  fuel  oil  and  kerosene  problem 
on  the  east  coast  was  the  "first  little  test"  of  the  oil  industry's  ability 
to  handle  itself  under  peacetime  conditions.  This  first  little  test 
for  the  oil  industry  meant  that  the  independents  would  go  broke  first, 
and  then  the  larger  people  would  suffer  tremendous  losses.  While  gaso- 
line storage  would  be  filling  to  capacity,  the  industry  would  not  be 
making  the  heating  oil — a  low-value  product — which  was  badly  needed 
at  the  moment.  Mr.  Pike  dismissed  all  discussion  by  further  saying, 
"Don't  ask  about  discontinuance  of  price  controls :  just  meet  the  test." 
Well,  meeting  that  test  meant  going  broke.    That  disturbed  some  of  us. 

On  December  4, 1  sent  a  telegram  to  the  President  outlining  the  sit- 
uation. 

Two  weeks  later  I  heard  from  the  Petrolemn  Administration  foi 
War  and  from  Mr.  Bowles.  Mr.  Bowles  told  me  about  decontrol,  but 
did  not  say  how  we  were  going  to  get  this  heating  oil.  And  in  a  simple 
way,  all  the  time  I  was  telling  him.  '"Eaise  the  price  on  fuel  oil  and  you 
will  get  it,  and  you  will  get  lots  of  it.  But  every  day  you  delay  in  rais- 
ing the  price  we  lose  out  of  each  barrel  of  crude  oil  that  additional 
fuel  oil."    That  was  on  December  20,  1945. 
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Russell  Brown  of  the  Independent  Petroleum  Association  got  into 
a  bit  of  a  newspaper  debate  with  Sumner  Pike  at  that  time,  and  his 
reply  to  Mr.  Pike  was  a  classic,  too,  and  factual.  But  notliing  came 
of  that. 

On  December  6  the  advisory  committee  that  was  appointed  by  OPA 
to  study  the  situation  in  districts  1  and  3,  headed  by  Mr.  Mcintosh  of 
Socony-Vacuum,  and  on  which  were  representatives  of  large  and 
small  refiners  in  districts  1  and  3,  presented  a  report  to  the  OPA  in 
which  they  pointed  out  the  seriousness  of  the  situation,  and  in  which 
they  stated  what  it  would  take  to  do  the  job,  in  cents  per  gallon. 

OPA  on  December  19,  increased  kerosene  0.5  cent  a  gallon  in  dis- 
tricts 1  and  3  and  0.2  cent  a  gallon  on  heating  oil  distillates,  grades 
1  to  4,  inclusive,  which  was  insufficient  to  bring  out  the  desired  increase 
in  yields.  The  recommendation  was,  I  believe,  0.625  cent  in  the  case  of 
kerosene  and  0.5  cent,  I  believe,  in  the  case  of  heating  oils. 

For  residual  fuel  oil  an  increase  was  recommended,  of  10  cents  a  bar- 
rel. Nothing  was  done  on  the  19th  of  December  on  residual  fuel  oil  at 
all,  except  to  say  that  OPA  would  study  it  further. 

On  December  6  at  a  meeting  of  the  Petroleum  Industry  War  Council, 
I  met  Mr.  Reppert  for  the  first  time,  and  I  mentioned  that  there  was 
a  great  midwestern  area  called  district  No.  2,  and  that  we  had  just 
wired  the  President,  having  failed  to  convince  Mr.  Bowles  that  there 
was  a  serious  situation  existing  and  growing  that  would  impair  not 
only  the  reconversion  effort  in  district  2,  but  would  put  home  owners 
on  the  spot  and  make  them  cold  during  the  winter ;  and  out  West,  it 
does  get  cold ;  and  also  that  the  farmer  would  be  distressed  for  lack  of 
necessary  materials  to  do  his  spring  plowing  with. 

Now,  you  might  wonder,  when  I  say  we  have  to  have  heating  oils 
and  tractor  fuels,  why  I  talk  about  them  in  December  for  the  farmer. 
Do  you  know  how  we  accumulate  this  material?  Heating  oils, 
kerosene,  and  tractor  fuels  are  but  a  very  small  fraction  of  a  barrel 
of  crude  oil.  So  we  make  during  the  summertime  and  the  fall  of  the 
year  these  small  fractions  continuously,  and  not  onl}'  in  the  winter 
when  we  have  the  large  demand. 

Finally,  Mr.  Reppert — and  this  is  to  his  credit — instructed  the 
OPA  National  Refiners'  Advisory  Committee  to  study  the  situation  in 
district  2,  and  thej^  immediately  began  the  studies.  They  were  ready 
to  report  to  OPA  within  2  days  after  they  were  asked  to  make  the  study. 
Unfortunately,  the  holiday  season  occurred;  Christmas,  New  Years, 
and  everybody  was  full  of  good  cheer.  The  meeting  was  held  early 
in  January  after  the  good  cheer  wore  off.  And  then,  after  a  delay 
of  3  weeks,  we  did  get  an  increase. 

Our  study  was  so  good  and  so  factual  that  we  not  only  got  an  in- 
crease as  recommended  for  0.5  cent  on  kerosene  and  the  heating  oils, 
but  we  also  got  that  same  increase  applied  to  districts  1  and  3.  But 
again  nothing  was  done  on  residual  fuel  oil.  although  it  was  pointed 
out  that  there  would  be  a  deterrent  effect  on  residual  fuel-oil  produc- 
tion. 

Now,  it  is  not  solely  the  fault  of  the  OPA  or  the  industry  that  we  are 
short  this  tremendous  amount  of  fuel  oil  for  the  Navy.     The  Navy 
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were  a  little  reluctant  to  admit  that  they  were  short.  They  were  work- 
ing on  a  7%-million-barrel  inventory  of  these  products.  And  while 
they  were  drawing  on  them,  they  were  hoping  that  their  situation 
would  change  so  that  they  would  not  have  to  have  this  increase  on  top 
of  an  already  overburdened  inventory  and  supply  picture.  So  all 
of  the  blame  is  not  OPA's  or  even  ours.  It  was  a  little  miscalculat- 
ing in  the  Navy  services. 

Now,  those  are  the  facts  as  to  how  OPA  was  informed  as  to  the 
trends  which  were  growing  even  at  those  early  dates  that  I  men- 
tioned, April,  July,  November,  December,  and  January.  What  help 
came  from  OPA  came  too  late  and  in  some  instances  too  little. 

As  I  told  the  House  Banking  and  Currency  Committee  today,  if 
OPA  had  acted  with  promptness — and  this  is  not  critical  of  OPA — 
they  have  so  many  things  surrounding  them  and  hampering  them  that 
they  cannot  act  with  dispatch.  It  takes  about  10  days  to  get  an  order 
signed.  That  is  not  Mr.  Reppert's  fault,  or  the  fault  of  the  people 
managing  it.  It  is  the  fault  of  the  system.  I  expressed  the  opinion 
that  if  these  changes  were  made  some  months  ago  in  December,  in- 
stead of  today  burdening  the  public  with  a  0.5-cent  increase  in  the 
price  of  fuel  oil,  we  could  have  done  the  job  for  a  quarter  of  a  penny. 

We  did  advise  OPA,  and  kept  them  currently  advised  of  the  trend 
before  VJ-day  and  after  VJ-day. 

It  seems  to  me  now  that  we  have  reached  the  critical  point.  I  do 
not  see  that  we  gain  by  criticizing  each  other.  We  are  m  this  mess, 
and  we  ought  to  help  OPA  get  out  of  it.  And  you  gentlemen  in 
Congress  ought  to  help  them  find  a  way  out.  The  way  out  of  bureau- 
cratic red  tape  insofar  as  the  oil  industry  is  concerned  or  any  other 
industry  that  qualifies  and  meets  the  standards  of  sufficient  productive 
capacity  for  raw  materials  and  finished  products,  no  shortage  in 
existing  inventory  and  no  impending  scarcity — any  industry  or  com- 
modities meeting  these  standards  ought  to  be  released  from  price  con- 
trol, and  these  industries  put  on  their  own  mettle. 

Now;,  the  oil  industry,  every  time  it  has  been  put  to  tlie  test  in 
peacetime,  has  met  the  demand  of  the  public  for  the  product  required, 
many  times  to  the  unprofitable  detriment  of  the  refining  and  market- 
ing end  of  the  business,  as  well  as  the  production  end  of  the  business. 
You  gentlemen  in  Congress  get  us  out  from  under  OPA  and  we  would 
not  be  wasting  your  time  or  our  own  criticising  OPA. 

Senator  Moore.  Mr.  Reppert,  do  you  want  to  ask  a  question? 

Mr.  Reppert.  I  would  like  to  comment  on  it,  if  I  may. 

Senator  Moore.  Very  well,  you  may. 

Mr.  Reppert,  I  made  the  statement  this  morning  that  OPA,  until 
November,  was  not  aware  that  a  shortage  was  impending  on  fuel 
oils.  Now,  Mr.  Majewski  very  effectively  points  out  that  we  were 
notified  on  April  1  and  again  in  July,  and  then  he  later  brought  out 
in  October  and  November. 

I  might  say  that  if  the  industry  had  come  to  OPA,  which  he  says 
they  did,  and  had  said  at  this  Chicago  meeting  in  April,  "We  ate 
going  to  require  some  adjustment  in  our  price  to  do  certain  things  this 
winter,"  I  can  well  understand  why  OPA  would  in  a  ser.se  disregard 
it  from  a  price  standpoint. 
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Prior  to  the  end  of  the  war,  on  VJ-day,  OPA  had  very  good  knowl- 
edge of  the  refinery  operations  which  were  at  such  a  high  level  from 
an  earning  standpoint  that  we  would  not  have  been  able  under  our 
standards  to  make  any  adjustments  at  that  time.  I  can  see  then  in 
April  where  the  office  might  very  well  have  disregarded  that. 

That  would  also  apply,  I  would  say,  as  far  as  July  is  concerned, 
because  our  Industry  Advisory  Committee  on  the  East  coast,  dealing 
with  the  Gulf  companies  and  the  East  coast  areas,  indicated  to  us  in 
their  December  report  that,  effective  VJ-day,  the  realization  of  the 
companies  fell  off  approximately  35  cents  or  36  cents  a  barrel,  due  to 
the  loss  of  war  business.  I  am  just  using  that  point  to  illustrate  that 
what  happened  before  VJ-day  OPA  could  not  very  well  take  into 
account. 

I  was  in  this  position  in  October,  and  I  do  not  recall  at  any  time 
ever  having  any  industry  people  or  PAW  contact  our  office  in  October 
with  respect  to  a  possible  shortage  of  fuels  in  the  winter.  So  that 
brings  me  back  up  to  the  November  period,  and,  Mr.  Majewski,  my 
statement  this  morning  was  that  the  first  indication  we  had  of  a  short- 
age was  from  Mr.  Callis  of  Petrol  who  wired  us  and  said  he  was 
completely  out  of  kerosene  and  unable  to  obtain  kerosene  from  his 
normal  sources  of  supply.  That  was,  I  would  say,  about  the  middle 
of  November,  and  that  is  the  time  we  got  busy  and  appointed  that 
industry  committee. 

I  did  at  that  time  establish  some  fairly  good  contacts  with  some 
people  that  remained  at  PAW,  because  1  thought  it  was  to  our  in- 
terest and  to  the  industry's  interest  that  we  did  know  what  was  going 
on  from  the  standpoint  of  the  shortage. 

Now,  there  is  one  other  thing  that  is  reflected  here.  I  know  you 
meant  this  thing  in  perfectly  good  faith.  For  instance,  on  Monday 
we  put  out  an  order  increasing  the  price  of  residual  fuel  oil.  That 
order  was  issued  and  effective  the  same  day  that  the  Administrator 
signed  it.  I  mean,  you  are  confusing  one  thing  here.  We  have  in  the 
Office  a  standard  on  the  issuance  of  effective  documents  that  requires 
a  waiting  period,  so  that  the  regional  offices  and  the  district  offices  of 
OPA  can  be  notified  so  they  will  not  be  embarrassed  by  inquiries  from 
the  field  and  not  know  what  has  been  done  at  the  national  office.  That 
sort  of  waiting  period  is  never  used  where  there  is  some  adjustment 
that  we  feel  must  be  got  out  quickly.  We  wire  and  talk  by  telephone 
to  the  regional  offices.  I  just  want  to  point  out  to  you  that  if  we  had 
today  to  get  something  out  and  it  was  required  and  ready  to  issue,  we 
would  not  have  any  difficulty  with  the  Administrator's  office  in  getting 
an  issuance  effective  immediately. 

Mr.  Majewski.  I  think  you  are  doing  much  better,  and  I  said  at  the 
outset  that  I  am  going  to  help  you  to  get  better.  I  mean,  I  admitted 
that  I  would  do  that,  and  I  offer  that  frankly  for  myself  and  the  indus- 
try, and  we  have  demonstrated  it. 

On  November  15,  1945,  the  Director  of  Naval  Petroleum  and  Oil 
Shale  Reserves  found  it  necessary  to  conduct  a  series  of  searching  eco- 
nomic studies  on  the  various  aspects  of  the  petroleum  industry.  Much 
of  this  work  was  directed  toward  assisting  in  the  formulation  of  a.  long- 
range  national  oil  policy  which  would  meet  the  requirements  of 
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national  defense.  The  charts  and  the  data  are  designed  to  give  a 
quick  picture  of  the  observed  trends.  You  were  informed  in  your 
Office  of  that  report  at  the  time  it  was  issued  ? 

Mr.  Frasee.  Wliat  report  is  that  ? 

Mr.  Majewski.  November  15.  1945,  issued  by  Commodore  W.  G. 
Greenman,  the  Director  of  Naval  Petroleum  Reserves,  and  gives  all  the 
facts  which  indicate  the  trend  that  there  would  be  a  shortage  of  fuel 
and  heating  oils  in  the  United  States.  I  mean,  this  is  information 
from  a  Government  source. 

Mr.  Reppekt.  It  is  not  from  sources  like  that  that  OPA  is  generally 
acquainted  with  an  operatmg  or  a  supply  situation.  "We  are  generally 
acquainted — and  I  can  speak  from  4  years'  experience  down  there — 
by  the  industry"  or  by  the  Government  supply  and  distribution  agency 
that  has  charge  of  that  particular  function. 

I  said  this  morning,  and  I  will  repeat  this  afternoon,  that  from  the 
time  I  entered  that  office  over  there,  which  was  the  first  of  October, 
we  knew  nothing  about  this  shortage  situation  mitil  we  had  this  mes- 
sage from  Mr.  Callis,  your  telegram,  and  we  inmiediately  went  to 
work  on  the  problem  at  that  time. 

Mr.  Majewski.  That  was  again  another  instance.  I  do  not  want 
to  call  it  buck  passing,  because  that  would  not  happen,  would  it, 
between  Government  bureaus?  But  in  this  particular  instance,  it 
seems  to  me  that  there  could  be  a  lot  better  coordination  between  the 
military — and  here  was  the  result  of  their  study — the  PAW,  and  the 
OPA.  I  do  not  think  that  the  OPA's  responsibility  ceases,  or  their 
failure  to  study  the  reports  and  findings  of  other  bureaus  in  the  Gov- 
ernment excuses  them  from  their  responsibility.  They  have  to  con- 
tinue to  study  what  the  effect  of  their  price  action  is  on  supply  and 
demand. 

I  say  that  if  they  are  to  continue,  that  should  be  the  most  important 
feature  of  their  operation,  not  merely  setting  the  price,  but  to  see  how 
the  setting  of  that  price  affects  the  supply  to  the  public  on  a  reasonable 
price  basis. 

Mr.  Reppert.  ^lay  I  comment  on  one  phase  of  that  ? 

Mr.  Majewski,  Let  me  say  one  more  thing.  I  do  not  see  where  we 
are  going  to  get  by  argtiing.  I  am  a  friend  of  his  and  he  is  a  friend  of 
mine.  I  made  the  statement  saying  we  did  not  press  our  point. 
That  was  in  November.  What  are  we  going  to  do  from  now  on  out  ? 
The  longer  we  temporize  with  this  thing,  the  more  the  public  will  be 
soaked,  and  we  in  the  oil  business  do  not  like  to  soak  the  public  for 
mistakes  made  in  Government  circles.  And  we  really  mean  that, 
particularly  we  independents,  because  when  the  price  of  heating  oil 
gets  too  high,  then  we  lose  our  business  to  gas  and  coal.  And  I  haven't 
been  working  37  years  in  this  business  without  learning  a  lot  about  it. 

I  started  as  a  mule  skinner,  and  some  of  the  philosophy  I  uttered  to 
you  I  obtained  in  rainy  weather  following  a  team  of  mules,  and  a 
good  one,  and  I  got  a  lot  of  my  philosophy  from  them.  You  can  get 
a  lot  from  mules. 

I  want  to  say  that  I  do  not  want  to  lose  my  business  because  of  Gov- 
ernment price-fixing  policies,  to  competing  forms  of  fuel.  I,  too, 
have  some  kids,  as  Mr.  Dow  was  talking  about,  that  I  want  to  keep  in 
this  business.  It  has  been  a  pretty  good  business.  You  will  admit 
that  even  Majewski,  the  former  mule  skinner,  looks  pretty  well  now. 
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But  I  have  to  go  to  farming,  like  these  other  people,  if  I  am  going 
really  to  do  a  service  for  my  family. 

Mr.  Reppert.  There  was  one  comment  that  I  did  not  touch  on  there. 
As  far  as  the  rehashing  of  things  is  concerned,  I  agree  with  him,  there 
is  no  point  in  trying  to  develop  a  situation  here. 

Senator  Moore.  That  always  comes  in,  though. 

Mr.  Reppert.  That  is  right.  But  the  one  thing,  that  he  touched  on 
there  that  I  have  not  entered  is  this,  and  that  is  why  didn't  we  increase 
the  residual  fuel  x)rices  when  they  recommended  that  we  do  so  ?  Now, 
I  will  tell  you  why.  I  will  tell  you  why  we  had  to  spend  some  time 
trying  to  find  out  what  it  was  all  about. 

The  first  part  of  their  recommendation  said,  "You  have  to  increase 
the  price  of  kerosene  and  the  price  of  distillate  fuel  oil  in  order  to 
provide  the  refiners  sufficient  realization  on  their  investment  to  pro- 
duce them  in  the  quantity  that  they  are  needed  at  this  time."  Now, 
when  they  come  along  and  say,  "Increase  the  price  of  residual  fuels 
so  much  in  order  to  increase  the  production  of  those,"  we  were  faced 
with  this  problem. 

Here  we  were  increasing  the  price  of  the  first  two  units  which  are 
used  generally  to  make  up  the  third  unit.  We  were  increasing  prices 
for  kerosene,  increasing  prices  for  distillates  to  get  supplies  of  them, 
and  at  the  same  time  they  said,  "Increase  the  price  of  residual  fuel  oil." 
We  knew  that  to  a  large  extent,  at  least,  it  was  the  gas  oils  and  the 
distillates  and  the  kerosenes  that  make  up  the  production  of  residuals. 
Now,  that  was  a  little  bit  of  a  poser  from  a  price  standpoint. 

Mr.  Majewski.  Of  course,  you  know  the  oil  business  is  thanking 
God  in  reverse,  and  we  hate  to  do  that.  Some  of  us  believe  in  God  in 
the  oil  business,  contrary  to  general  opinion.  That  is,  there  was  a  steel 
strike  and  an  automobile  strike. 

Brothers,  if  it  were  not  for  those  strikes,  OPA  would  receive  a 
damning  verdict  from  the  people  of  the  United  States.  There  would 
not  be  enough  oil  to  go  around,  no  matter  what  you  did  with  the 
price  at  this  stage.  And  my  only  urge  to  you  today  is.  Senator,  and 
Mr.  Counsel,  and  you  gentlemen  from  the  Government  bureaus,  get  the 
oil  industry  from  under  the  shackles  of  OPA,  and  we  will  do  a  better 
job  for  the  American  public  at  a  lower  price.  That  I  am  sure  of.  I 
have  been  in  the  business  a  long  time,  and  competition  in  the  oil  indus- 
try is  still  rife. 

Mr.  Fell.  The  next  witness  is  Mr.  Becker,  who  will  speak  on  cost 
and  price. 

STATEMENT  OF  MERLE  E.  BECKER,  VICE  PRESIDENT,  W.  C. 
McBRIDE,  INC.,  ST.  LOUIS,  MO. 

Mr.  Becker.  My  name  is  Merle  Becker.  I  am  vice-president  of 
W.  C.  McBride,  Inc.,  an  oil  producing  company  located  at  St.  Louis, 
Missouri.  I  am  also  chairman  of  the  subcommittee  on  cost  of  pro- 
duction of  crude  petroleum  of  the  committee  on  crude  oil  requirements 
representing  37  trade  associations  of  the  oil  industry.  I  am  also  a 
member  of  the  national  crude  oil  industry  advisory  committee  o,f  the 
Office  of  Price  Administration,  as  well  as  a  member  of  the  special 
subcommittee  of  the  same. 
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A  careful  study  of  the  fundamental  position  of  the  oil  producing 
industry  is  a  necessary  preliminary  to  any  consideration  of  the  ade- 
quacy of  the  present  crude  oil  prices.  Therefore,  certain  fundamental 
data  compiled  and  published  by  the  Petroleum  Administration  for 
War  and  the  Bureau  of  Mines  are  submitted  below  with  the  addition 
of  certain  ratios  which  are  considered  to  be  extremely  significant  and 
relevant  to  the  crude  oil  price  problem. 

In  the  table  which  will  .follow  immediately,  there  are  30  years  listed 
on  this  table  1,  showing  the  gross  productions  as  reported  by  the 
Bureau  of  Mines,  in  millions  of  barrels  of  new  reserves  discovered  as 
shown  by  the  PAW  reports. 

The  next  column  is  a  ratio  of  the  current  discoveries  to  current  pro- 
duction ;  the  next  column  is  millions  of  barrels  of  proved  reserves  at 
the  end  of  the  year  as  reported  by  PAW,  and  the  last  column  is  a  ratio 
of  reserves  to  production. 

You  will  note  that  in  the  year  1944,  the  ratio  of  current  reserves  to 
current  production  was  the  lowest  in  the  30  years  listed  on  that  table. 

Table  1. — Fundamental  position  of  crude-oil  producing  industry 

[Millions  of  barrels] 


Year 

Gross  pro- 
duction 
(Bureau  of 

Mines) 

New  re- 
serves dis- 
covered— 
gross 

(PAW) 

Eatio — 

current 

discoveries 

to  current 

production 

Proved  re- 
serves, end 
of  year 
(PAW) 

Ratio- 
reserves 
to  produc- 
tion 

1914     

266 

281 

300 

335 

357 

378 

443 

471 

558 

732 

714 

763 

772 

900 

902 

1,007 

898 

851 

786 

905 

908 

996 

1,100 

1,279 

1,214 

1,265 

1,353 

1,402 

1,387 

1,505 

1,678 

219 

587 

750 

684 

452 

1,440 

811 

2,156 

913 

810 

599 

345 

2,000 

1,404 

2,105 

1,357 

5,482 

2,080 

540 

626 

1,880 

2,115 

1,627 

2,454 

2,115 

818 

1,539 

1,269 

840 

936 

659 

0.82 

2.09 

2.50 

2.04 

1.27 

3.81 

1.83 

4.58 

1.64 

1.11 

.84 

.45 

2.59 

1.56 

2.33 

1.35 

6.10 

2.44 

.69 

.69 

2.07 

2.12 

1.48 

1.92 

1.74 

.65 

1.14 

.91 

.61 

.62 

.39 

7,320 
7,626 
8,076 
8,425 
8,520 
9,852 
9,950 
11,635 
11,990 
12,068 
11,953 
11,535 
12, 673 
13, 267 
14, 470 
14,820 
19,404 
20,633 
20,387 
20,108 
21,080 
22,199 
22,  726 
23,901 
24,802 
24, 355 
24,531 
24,388 
23,836 
23,262 
22,  243 

27.52 

1915                                          -       

27.14 

1916       -                 

26.92 

1917 

25.15 

1918                     -          -.-       

23.87 

1919     

25.35 

1920                                       -       

22.46 

1921     .     .       

24.70 

1922 

21.49 

1923       -      -              

16.49 

1924 

16.74 

1925                 

15.12 

1926.   

16.42 

1927       -                        -  -      

14.74 

1928       

16.04 

1929 

14.72 

1930     -  -       

21.61 

1931 

24.25 

1932       -- 

25.94 

1933 

1934       -                        -^ 

22.22 
23.22 

1935  

22.29 

1936              -              -                 

20.66 

1937     

18.69 

1938                     -       -  -          

20.43 

1939  

19.25 

1940 

18.13 

1941       

17.40 

1942 

17.19 

1943       

15.46 

1944 

13.26 

During  the  period  1914  to  1935,  inclusive,  new  oil  reserves  discovered 
were  approximately  twice  as  great  as  the  volume  of  oil  produced. 
From  1936  to  1939,  inclusive,  the  ratio  of  discoveries  to  production 
declined  to  1.4  but  from  1941  to  1944,  inclusive,  this  ratio  was  only 
0.6  and  information  now  available  indicates  that  new  discoveries  in 
1945  also  will  be  substantially  smaller  than  the  volume  of  oil  pro- 
duced. The  1944  ratio  of  new  discoveries  to  production  was  only 
0.39 — ^the  smallest  figure  for  any  year  shown  on  table  1.    The  1944 
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ratio  of  proved  reserves  to  production  was  13.26 — also  the  smallest 
figure  for  any  year  shown  on  table  1. 

The  productive  capacity  of  the  industry  can  be  maintained  only 
through  the  discovery  of  a  volume  of  new  reserves  which  is  substan- 
tially larger  than  the  volume  of  oil  produced.  The  relationship  be- 
tween discoveries  and  production  which  is  necessary  to  maintain  pro- 
ductive capacity  cannot  be  determined  precisely  but  the  engineers  are 
of  the  opinion  that  the  volume  of  new  discoveries  should  now  be  at 
least  50  percent  greater  than  production  in  order  to  assure  productive 
capacity  in  relation  to  demand.  The  downward  trend  in  new  discov- 
eries must  be  sharply  reversed  in  order  to  prevent  further  impairment 
of  productive  capacity  and  proved  reserves  available  for  the  future. 

The  crude-oil  producing  industry  is  one  of  the  most  important  of 
all  basic  industries.  The  existence  of  other  important  industries  and 
continuance  of  our  present  way  of  living  depend  upon  the  availability 
of  plentiful  and  cheap  supplies  of  oil  products.  Therefore,  the  main- 
tenance of  the  productive  capacity  of  the  oil  producing  industry  and 
its  proved  underground  reserves  available  for  the  future  is  vitally 
essential  to  the  national  interest.  Maintenance  of  productive  capacity 
and  proved  reserves  can  be  accomplished  only  by  replacement  of  oil 
produced  through  the  discovery  and  development  of  new  fields. 

In  the  past,  increases  in  the  price  of  crude  oil  have  always  stimu- 
lated exploration  and  discovery  and  thereby  have  resulted  ultimately 
in  lower  product  prices  to  the  consumer.  The  recent  greatly  expanded 
volume  of  exploratory  activity  was  not  sufficient  to  prevent  impair- 
ment of  proved  reserves.  The  oil-producing  industry  cannot  possibly 
maintain  anything  like  its  recent  volume  of  replacement  operations 
unless,  through  an  increase  in  prices  of  oil,  it  is  provided  with  the 
funds  required  for  this  purpose  and  given  some  expectation  of  deriving 
a  reasonable  profit  from  these  operations. 

Consideration  of  the  crude-oil  price  problem  must  be  preceded  by 
a  basic  decision,  i.  e.,  whether,  in  the  national  interest,  the  crude-oil 
producing  industry  should  be  subjected  to  further  liquidation  or 
whether  prices  should  now  be  increased  to  a  level  which  would  permit 
it  to  operate  on  a  "going  concern"  basis  without  further  impairment 
of  productive  capacity  and  proved  reserves  available  for  the  future. 

The  bulk  of  the  industry's  income  has  consistently  been  spent  in 
efforts  to  discover  new  fields  and  the  development  or  new  fields  dis- 
covered. Therefore  these  operations  are  the  major  normal  operations 
of  the  oil-producing  industry.  A  fair  and  equitable  price  for  crude 
oil  must  be  one  that  will  permit  the  industry  to  carry  on  the  necessary 
volume  of  its  major  normal  operations  with  some  expectations  of 
deriving  a  reasonable  profit  therefrom. 

For  more  than  80  years  price  has  been  the  principal  factor  in 
determining  our  petroleum  supply.  Throughout  the  history  of  the 
industry  in  war  and  in  peace,  the  objective  of  supplying  the  Nation 
with  petroleum  has  been  accomplished  through  the  normal  economics 
of  the  industry.  Price  has  been  the  primary  stimulus  to  encourage 
search  for  petroleum  reserves.  This  is  the  experience  on  which  the 
industry  has  been  built.  Under  free  economy,  the  producer  had  an 
opportunity  in  times  of  unusual  or  abnormal  production  demands 
which  caused  prices  to  rise  to  build  up  reserves  of  cash  for  the  neces- 
sary capital  to  use  to  search  for  and  develop  new  reserves  to  take  the 
place  of  the  depleted  inventory  of  crude  oil. 
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Some  of  the  price  factors  are  as  follows : 

1.  The  cost  of  raw  material  crude  oil  is  basic  and  the  price  should 
be  sufficient  to  cover  not  only  all  costs  of  operating  proven  oil  prop- 
erties but  also  the  cost  of  exploring  for,  discovering,  and  developing 
new  reserves  of  crude  oil  to  replace  the  oil  currently  produced. 

2.  The  price  of  crude  oil  affects  the  ability  of  stripper  wells  to 
continue  in  operation  and  to  recover  the  reserves  underlying  such 
properties  without  premature  abandonments. 

3.  Price  directly  affects  the  extent  of  exploration  work,  the  number 
of  new  oil  producing  areas  discovered,  and  the  quantity  of  new  proven 
reserves  made  available.  The  price  of  crude  oil  in  relation  to  the 
price  of  salvage  material  and  equipment  has  a  direct  influence  in 
determining  whether  to  abandon  wells. 

4.  The  prices  of  all  other  commodities,  particularly  raw  materials, 
enter  into  the  cost  of  oil  and  some  equitable  relationship  must  exist 
between  oil  prices  and  other  prices  if  adequate  quantities  of  crude 
oil  are  to  be  made  available. 

5.  The  margin  above  costs  should  be  sufficient  to  provide  for : 

{a)  Funds  for  the  exploration  needed  to  find  adequate  new  reserves. 
(&)  Funds  to  cover  replacement  costs. 

(c)  A  reserve  fund  for  secondary  recovery  or  other  conservation 
measures. 

(d)  A  fair  return  on  borrowed  and  invested  capital  taking  into 
consideration  the  extreme  hazards  involved  in  searching  for  and 
finding  oil. 

(e)  To  maintain  the  industry  as  a  healthy,  going  concern. 

It  is  impossible  to  tell  exactly  what  it  will  cost  to  replace  a  barrel  of 
oil  during  the  year  of  1946  or  in  subsequent  years,  but  we  do  know 
that  venture  money  cannot  be  expected  to  seek  an  outlet  in  a  business 
as  hazardous  as  searching  for  oil  unless  there  is  an  opportunity  for  an 
appropriate,  adequate  margin  of  profit,  greater  than  would  be  neces- 
sary in  a  less  hazardous  undertaking. 

It  must  be  recognized  that  prices  based  on  past  costs  will  not  provide 
the  necessary  incentive  for  venture  money  to  enter  into  exploratory 
effort.  To  accomplish  that  purpose  it  is  essential  that  prices  be  based 
on  current  costs. 

Statistics  indicate  a  definite  upward  trend  in  costs  to  the  extent 
that  present  prices  are  substantially  below  the  cost  of  replacement. 

At  no  time  since  1926  has  a  price  index  of  crude  oil  been  on  a  parity 
with  the  price  index  of  all  commodities  or  the  price  index  of  all  raw 
materials,  but  it  has  at  all  times  been  subnormal,  and  since  the  price 
of  crude  oil  was  frozen  by  Government  action  in  1941  the  price 
index  for  all  commodities  and  for  all  raw  materials  has  increased 
rapidly.  » 

There  is  a  chart  showing  that  situation  on  the  next  page,  entitled 
"Crude  oil  price  at  depressed  level." 

Now  that  the  war  is  over  and  we  have  an  adequate  supply  of  crude 
petroleum  and  since  the  Independent  Petroleum  Association  of  Amer- 
ica and  the  Petroleum  Industry  War  Council  have  recommended  the 
elimination  of  price  control  on  crude  petroleum  and  its  products,  it  is 
the  belief  of  the  independents  that  price  control  should  be  eliminated, 
but  if  this  is  not  done  immediately  then  the  price  ceiling  on  crude 
petroleum  should  be  such  as  to  permit  crude  oil  prices  to  increase  at 
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least  to  the  point  where  they  may  be  equivalent  to  the  average  price 
index  of  all  raw  materials. 

Determination  of  the  price  which  will  be  sufficient  to  bring  about 
the  desired  result  can  only  be  made  when  related  to  quantities  of  re- 
serves discovered.  If  the  finding  rate  is  declining,  as  it  has  been  for 
the  past  several  years,  the  additional  expenditures  required  to  replace 
the  depleted  reserves  must  be  provided  out  of  increased  income.  As 
it  becomes  more  and  more  difficult  to  find  new  reserves,  the  price  must 
be  adjusted  to  the  extent  required  to  obtain  sufficient  productive  ca- 
pacity. The  increasingly  poorer  discovery  record  for  the  past  several 
years  is  a  direct  indication  that  it  is  becoming  more  and  more  difficult 
to  find  new  oil  deposits,  because  of  the  long  period  of  depressed  prices 
little  of  the  bold  exploratory  effort  has  been  employed  in  the  industry 
and  first  class  favorable  prospects  have  about  played  out.  Prospects 
which  are  now  considered  first  class  would  have  been  classed  second 
and  third  class  several  years  ago.  A  search  has  extended  to  greater 
drilling  depths  in  recent  years.  Wliile  appreciable  quantities  of  new 
reserves  will  be  found  with  greater  depths  within  the  present  limits 
of  drilling,  structures  usually  are  found  to  be  relatively  more  costly 
with  the  increasing  depth.  The  cost  of  exploring  and  developing  in- 
creases and  the  risk  becomes  greater  so  that  greater  sums  oi  money 
must  be  set  aside  for  probable  loss. 

The  price  of  crude  petroleum  plays  an  important  part  in  its  pro- 
duction and  discovery.  Price  is  the  most  important  tool  of  the  oil 
industry.    Without  it  all  other  tools  become  useless. 

The  chart  on  the  next  page  shows  the  relation  between  the  price 
on  crude  oil  and  the  discoveries.  When  the  price  is  up  you  will  see 
the  discoveries  go  up. 

In  my  testimony  of  September  21,  1944,  before  the  House  of  Kepre- 
sentatives  Select  Committee  To  Conduct  a  Study  and  Investigation  of 
the  National  Defense  Program  and  Its  Relation  to  Small  Business  in 
the  United  States,  I  testified  at  that  time  that  it  was  my  belief  that  the 
price  of  crude  oil  should  be  increased  63  cents  per  barrel  to  cover 
current  cost  prevailing  at  that  time  and  to  provide  for  a  margin  of 
profit  which  was  reported  to  exist  by  the  Tariff  Commission  study  of 
the  first  9  months  of  1941. 

We  have  repeatedly  called  attention  of  various  agencies  of  the  Gov- 
ernment and  of  congressional  committees  to  the  necessity  for  having 
an  increase  in  the  price  of  crude  oil.  Invariably  these  committees  after 
hearing  the  facts  have  recommended  an  increase  in  the  ceiling  price 
of  crude  oil.  The  OPA  has  rejected  or  ignored  the  recommendations 
for  higher  crude  oil  prices  made  by  PAW  and  each  of  the  several  con- 
gressional committees  which  have  studied  the  crude-oil  price  problem. 
All  these  recommendations  were  based  primarily  upon  preventing 
impairment  of  productive  capacity  and  proved  reserves,  by  stimulating 
discoveries  through  the  establishment  of  more  adequate  prices  for 
crude  oil.  Continuance  of  the  downward  trend  in  discoveries,  with 
further  reduction  of  productive  capacity  and  proved  reserves,  must 
inevitably  lead  to  a  scarcity  value  for  crude  petroleum.  The  policy 
followed  by  OPA  with  respect  to  crude-oil  prices  therefore  has  con- 
tributed substantially  toward  creating  a  scarcity  value  for  crude  oil 
which  ultimately  must  be  borne  by  the  consumers  of  oil  products. 
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The  following  is  a  resume  of  the  times  that  the  oil  industry  has 
testified  or  called  attention  to  congressional  committees  and  agencies 
of  the  necessity  for  an  increase  in  the  price  of  crude  oil : 

1.  July^26,  1941:  A  memorandum  on  the  price  of  crude  oil  was 
submitted  to  the  Office  of  Petroleum  Coordinator,  now  the  Petroleum 
Administration  for  War,  and  to  the  OPA. 

2.  November  1941:  OPA  Administrator  Leon  Henderson  advised 
Mr.  Buttram,  president  of  the  IPAA,  that  he  would  not  discuss  price 
with  associations. 

3.  December  2, 1941 :  Mr.  Buttram  wrote  to  Administrator  Hender- 
son insisting  on  the  right  of  associations  to  discuss  the  price  of  crude 
oil  with  his  Office. 

4.  December  16,  1941 :  Witnesses  appeared  before  the  Senate  Com- 
mittee on  Banking  and  Currency  during  the  hearing  on  H.  R.  5990, 
which  was  amended  to  authorize  OPA  to  confer  with  associations. 

5.  July  1942:  Subcommittee  on  Mineral  Resources  of  the  Senate 
Committee  on  Public  Lands  and  Surveys  held  hearings  in  Wyoming, 
New  Mexico,  and  west  Texas.  Witnesses  testified  at  all  the  hearings 
as  to  the  need  for  an  increase  in  the  price  of  crude  oil. 

6.  October  1942:  Subcommittee  on  Mineral  Resources  of  the  Sen- 
ate Committee  on  Public  Lands  heard  witnesses  testifying  about  the 
price  of  crude  oil. 

7.  October  22,  1942 :  Chairman  Cole,  of  the  Cole  committee,  wrote 
to  the  President  urging  a  better  price  for  oil. 

8.  November  25,  1942:  Witnesses  appeared  before  the  Petroleum 
Subcommittee  of  the  House  Interstate  and  Foreign  Commerce  Com- 
mittee now  known  as  the  Lea  committee  and  presented  data  with 
regard  to  supply  of  petroleum  showing  a  need  for  price  increase. 

9.  December  4  and  5,  1942 :  Subcommittee  of  the  Senate  of  which 
Harry  S.  Truman  was  chairman,  conducted  hearings  in  Oklahoma 
City  and  heard  testimony  regarding  price  of  crude  oil. 

10.  January  18-22,  1943:  Special  committee  headed  by  Senator 
Clark  of  Missouri,  conducted  hearings  on  the  fuel  situation  including 
oil,  in  Kansas  City  and  Oklahoma  City.  Many  witnesses  appeared 
and  testified. 

11.  February  3,  1943:  Petroleum  Industry  War  Council  recom- 
mended to  the  Petroleum  Administrator  for  War  that  the  ceiling  on 
crude  oil  prices  be  lifted. 

12.  April  7,  1943 :  Petroleum  Administrator  for  War  Ickes  stated 
that  he  had  recommended  to  OPA  that  the  ceiling  price  on  crude  oil 
be  lifted  an  unspecified  amount. 

13.  April  13-16j  1943 :  Select  Committee  on  Small  Business,  headed 
by  Wright  Patman,  and  the  Petroleum  Subcommittee,  headed  by 
Clarence  Lea,  conducted  hearings  on  crude-oil  situation  before  which 
many  independent  producers  appeared  and  testified.  Emphasis  was 
placed  on  need  for  increase  in  price.  Mr.  Ickes  also  testified  that  he 
had  recommended  lifting  the  price  ceiling  an  average  of  35  cents  per 
barrel. 

14.  April  26,  1943:  Senator  Thomas  of  Oklahoma  introduced  a 
resolution  providing  as  follows : 

That  it  is  the  sense  of  the  Senate  that  the  Federal  agency  having  control  of 
price  ceilings  should  take  immediate  action  to  raise  the  ceiling  price  on  oil  to 
such  a  point  as  will  be  instrumental  in  promoting  oil  exploration,  development, 
722009—46 15 
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discovery  and  production  of  sufficient  oil  to  serve  the  war  effort  as  well  as  the 
necessary  domestic  needs  of  our  people. 

15.  May  3,  1943 :  OPA  Administrator  Prentiss  Brown  rejected  the 
PAW  request  for  an  increase  in  crude  oil  price  ceilings  and  recom- 
mended a  system  of  subsidies  as  an  alternative. 

16.  May  10,  1943:  Select  Committee  on  Small  Business  of  the 
House  of  Representatives  in  their  report  said : 

We  recommend  that  the  Federal  Government  agencies  make  effective  the 
price  increase  recommended  in  our  preliminary  report  (35  cents  per  barrel)  to 
the  end  that  immediate  capital  money  be  issued  the  industry  to  increase  pro- 
duction of  crude  petroleulm. 

17.  May  12,  1943:  Congressman  Patman,  of  Texas,  introduced  a 
resolution  in  the  House  providing —  ■ 

That  it  is  the  sense  of  the  House  of  Representatives  that  the  President  and 
the  Federal  agencies  having  control  of  price  ceilings  should  take  immediate  ac- 
tion to  raise  the  ceiling  price  of  oil  at  least  an  average  of  35  cents  per  barrel. 

18.  June  7,  1943 :  Congressman  Disney,  of  Oklahoma,  introduced  a 
resolution  in  the  House  providing  for  the  transfer  of  powers  and 
functions  formerly  conferred  on  the  OPA  with  reference  to  crude  oil 
price  ceilings  to  PAW  and  providing  that  no  price  ceiling  should  be 
fixed  on  crude  petroleum  or  its  products  below  a  price  equal  to  the 
price  index  of  all  commodities. 

19.  June  20-27,  1943:  Subcommittee  of  the  House  Naval  Affairs 
Committee  with  Chairman  L.  Mendel  Rivers,  of  South  Carolina,  con- 
ducted hearings  on  the  crude  oil  situation  in  Illinois,  Arkansas,  Missis- 
sippi, Texas,  and  Louisiana.  Many  witnesses  were  provided  for  these 
hearings. 

20.  June  25,  1943 :  Senate  Subcommittee  of  the  Committee  on  Ap- 
propriations of  which  Senator  Thomas  of  Oklahoma  is  chairman 
explored  the  domestic  petroleum  situation  particularly  with  reference 
to  the  remaining  undiscovered  reserves  of  petroleum  in  the  United 
States  as  well  as  the  current  and  immediate  future  supply.  Witnesses 
appeared  before  this  committee  and  stressed  the  need  for  increased 
price  ceilings  on  crude  oil. 

21.  July  3,  1943.  The  Special  Committee  on  Petroleum  Investiga- 
tion of  the  Committee  on  Interstate  and  Foreign  Commerce  of  which 
Congressman  Lea,  of  California,  is  chairman,  submitted  its  report  to 
the  House  with  the  following  observation : 

The  importance  of  price  as  an  incentive  and  requisite  for  needed  production 
can  scarcely  be  a  matter  for  debate  by  men  of  practical  experience — 

and  the  committee  recommended  that  PAW  be  given  unified  control 
over  problems  of  Government  as  to  the  production,  supply,  and  price 
ceilings  of  oil  and  petroleum  products. 

22.  July  6,  1943:  Chairman  Rivers  of  the  Subcommittee  of  the 
House  Naval  Affairs  Committee  reported  to  the  House  that  the  hear- 
ings conducted  by  his  committee  had  developed  that  problems  of  the 
oil  industry  were  subparity  prices  for  crude  oil.  Government  red  tape 
and  manpower  and  material  shortage.  He  recommended  an  increase 
in  price  ceilings  for  crude  oil. 

23.  August  7,  1943:  OPA  rejected  Petroleum  Administrator  for 
War  Ickes'  recommendation  that  crude  oil  price  ceilings  be  increased 
an  average  of  35  cents  per  barrel. 
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24.  October  4,  1943:  Senator  Thomas  of  Oklahoma  introduced  a 
bill  in  the  Senate  providing  for  consideration  to  be  given  to  parity 
in  fixing  or  establishing  prices  for  crude  petroleum  or  its  products. 
The  bill  also  provided  that  no  ceilings  on  crude  petroleum  should  be 
less  than  35  cents  per  barrel  above  present  ceilings. 

25.  October  6,  1943 :  More  than  one  hundred  members  of  the  House 
of  Representatives  met  to  discuss  the  oil  supply  situation,  the  con- 
sumer interest  being  evidenced  by  many  Congressmen  from  non-oil 
producing  States.  They  decided  to  discuss  the  price  problem  with 
Judge  Fred  M.  Vinson,  Director  of  the  Office  of  Economic  Stabiliza- 
tion, and  proceed  by  the  legislative  route  if  relief  was  not  forthcoming 
from  the  executive  department. 

26.  October  19,  1943:  The  special  committee  to  investigate  the  fuel 
situation  in  the  Middle  West  headed  by  Senator  Clark  of  Missouri, 
reported  "the  committee  is  definitely  of  the  opinion"  that  every  cir- 
cumstance justifies  an  increase  in  the  price  of  crude  oil.  The  com- 
mittee doubts  whether  the  increase  suggested  by  Petroleum  Adminis- 
trator for  War  Ickes  of  35  cents  per  barrel  is  sufficient  to  bring  the 
necessary  added  exploration.  The  committee  is  more  disposed  to  the 
thought  that  in  view  of  the  continued  increasing  cost  prevalent 
throughout  the  entire  producing  oil  fields,  a  minimum  of  50  cents 
per  barrel  increase  should  be  allowed.  In  fact  the  committee  believes 
perhaps  a  60- cent  increase  is  necessary. 

27.  October  1943:  A  subcommittee  of  the  House  Naval  Affairs 
Committee  with  Congressman  Rivers,  of  South  Carolina,  as  chairman, 
after  several  hearings  in  Washington  and  throughout  oil-producing 
States,  reported : 

the  immeasurable  benefits  of  petroleum  to  the  war  effort,  to  the  civilian  popula- 
tion of  today  and  to  the  generations  yet  unborn  cannot  be  measured  in  dollars 
and  cents.  We  feel  therefore  that  if  it  is  necessary  to  raise  the  price  of  crude  oil 
and  refined  products  to  get  the  increase  in  the  cost  of  finding,  developing  and 
producing  adequate  amounts  of  petroleum,  patriotism  demands  such  a  course. 
We  should  not  take  a  chance  on  a  matter  so  vital  to  the  economy  of  our  nation. 

The  committee  further  stated: 

We  are  of  the  opinion  that  the  price  ceilings  on  crude  oil  should  be  raised  to 
cover  such  increased  costs  immediately  and  without  further  delay. 

28.  October  30,  1943:  Fred  M.  Vinson,  Director  of  the  Office  of 
Economic  Stabilization,  announced  its  refusal  to  permit  the  proposed 
increase  in  the  price  of  crude  oil. 

29.  December  13,  1943:  The  House  passed  the  Disney  bill  (H.  R. 
2887),  requiring  OPA  to  increase  price  ceilings  for  crude  petroleum 
to  at  least  80  percent  of  parity.  The  bill  then  went  to  the  Senate  and 
was  referred  to  the  Banking  and  Currency  Committee. 

30.  July  6,  1944:  Judge  Fred  M.  Vinson,  Director  of  Economic 
Stabilization,  announced  a  plan  for  subsidies  to  be  paid  for  oil  from 
small  wells. 

31.  July  17,  1944:  A  special  Senate  committee  to  investigate  the 
fuel  situation  in  the  Middle  West  met  in  Kansas  City,  Mo.  A  number 
of  independent  producers  testified  regarding  the  price  of  crude  oil. 

32.  September  20-21,  1944 :  The  Select  Committee  on  Small  Busi- 
ness with  Congressman  Wright  Patman  of  Texas,  as  chairman,  con- 
ducted hearings  in  Austin,  Tex.  Many  oil  producers  appeared  and 
testified  regarding  the  need  for  an  increase  in  the  price  of  crude  oil. 
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33.  December  4,  1944:  An  interim  report  of  the  Select  Committee 
on  Small  Business  asserted  that  the  price  policies  of  OPA  are  retard- 
ing further  exploration  for  new  reserves  of  crude  petroleum  by  inde- 
pendent producers  and  that  increased  exploratory  effort  is  needed  to 
regain  the  balance  between  discovery  and  use  of  oil. 

Since  1941  these  independent  producers  have  found  their  path  strewn  with 
obstacles  not  of  their  own  making.  Despite  lack  of  exi)erienced  manjKiwer, 
inability  to  secure  equipmeht  and  all  other  essential  materials  in  volume  and  in 
the  face  of  a  price  policy  on  the  part  of  the  Government  which  has  discouraged 
rather  than  encouraged  production,  this  group  has  maintained  a  production 
record  which  has  been  one  of  the  outstanding  contributions  to  the  war  effort.  It 
is  to  the  everlasting  credit  of  this  group  that  many  of  their  numbers  have 
operated  at  an  actual  loss  of  profit,  but  despite  that  they  have  continued  to  pour 
into  the  pipelines  the  fuel  which  is  the  lifeblood  of  the  war  effort. 

34.  January  2,  1945:  The  Petroleum  Subcommittee  of  the  House 
Committee  on  Interstate  and  Foreign  Commerce  submitted  its  final 
report  under  resolution  of  the  Seventy-eighth  Congress : 

Oil  from  the  standpoint  of  its  inherent  value,  is  one  of  the  cheapest  products 
that  man  can  buy.  This  committee  has  heretofore  expressed  its  approval  of 
proper  prices  to  give  the  producer  of  crude  oil  a  reasonable  price  for  his  product. 
We  believe  that  the  production  of  crude  is  an  industry  in  itself  and  that  it  should 
be  placed  on  a  healthy,  self -supporting  basis  in  its  own  right  and  not  to  be  made 
dependent  upon  a  better  income  from  the  refining,  transportation,  or  distribution 
phases  of  the  oil  industry. 

In  any  event  from  the  standpoint  of  preserving  a  healthy  industry 
prices  must  provide  reasonable  compensation  and  have  a  changing 
relation  in  proportion  to  costs. 

35.  January  3,  1945:  OPA,  in  response  to  a  request  from  the  Select 
Committee  on  Small  Business,  appointed  the  National  Crude  Oil  Indus- 
try Advisory  Committee  with  23  members,  all  of  whom  were  present 
at  the  first  meeting  in  Washington,  Januai-y  15.  This  committee 
immediately  started  work  on  the  form  of  a  questionnaire  to  be  sent  to 
a  sampling  list  of  producers. 

36.  March  14, 1945 :  Russell  B.  Brown  appeared  before  the  Banking 
and  Currency  Committee  of  the  Senate  on  behalf  of  the  members  of 
the  IPAA,  seeking  relief  from  an  onerous  and  oppressive  crude  oil 
price  structure.  The  committee  at  that  time  had  under  consideration 
extension  of  the  Price  Stabilization  Act. 

37.  April  7,  1945 :  Senator  O'Mahoney  of  Wyoming,  chairman  of 
the  Special  Committee  Investigating  Petroleum  Resources,  filed  a 
report  with  the  Senate  outlining  hearings  which  the  committee  would 
conduct.     Xo.  3  on  that  list  is  the  independent  company. 

38.  April  1945 :  Congressman  Boren  of  Oklahoma  introduced  H.  R. 
2940  "to  fix  the  price  of  crude  petroleum  and  its  derivatives  and  fix 
a  parity  formula."  This  bill  is  the  same  as  the  Disney  bill  which  was 
passed  by  the  House  in  December  1943,  but  died  in  committee  in  the 
Senate. 

39.  May  17,  1945:  Senate  Special  Committee  Investigating  Petro- 
leum Resources  with  Senator  O'Mahoney  as  chairman,  started  hearings. 

40.  June  12-13,  1945:  The  Patman  Small  Business  Committee  of 
the  House  conducted  hearings  with  the  announced  purpose  of  ascer- 
taining why  there  had  been  delay  in  the  crude  oil  cost  survey. 

The  independent  companies  are  not  the  only  ones  who  are  of  the 
opinion  that  the  price  of  crude  oil  should  be  increased  or  that  the 
expenses  involved  in  finding,  developing,  and  producing  crude  oil  have 
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greatly  increased.     The  following  are  quotations  from  annual  reports 
of  some  oil  companies  to  stockholders  for  1944 : 

The  Humble  Oil  &  Refining  Co.  in  its  report  to  the  stockholders  of 
April  14,  1945,  covering  the  calendar  year  of  1944  stated : 

Higher  costs  are  being  experienced  in  replacing  the  large  volume  of  oil  which 
Humble  is  producing  to  meet  war  demands. 

*  *  *  Humble  is  drawing  heavily  on  its  reserves  discovered  in  the  preceding 
decade  in  order  to  provide  oil  for  military  purjwses.  To  the  extent  that  this  oil 
is  being  replaced,  it  is  at  higher  costs.  This  should  be  taken  into  account  when 
considering  the  financial  results  for  the  year. 

The  higher  cost  of  discovering  and  developing  reserves  experienced  by  Hmnble  in 
1944  is  part  of  the  general  trend  for  the  entire  industry.  The  fact  that  discoveries 
of  new  oil  are  running  substantially  less  than  they  did  during  the  previous 
decade  while  expenditures  for  exploration  and  development  are  now  far  above 
that  level  demonstrates  clearly  that  the  industry's  replacement  cost  is  greater 
than  the  cost  of  the  oil  now  being  produced.  The  current  favorable  operating 
results  in  the  industry  are  due  to  high  rates  of  production  and  the  successful 
finding  spree  of  the  1930's.  The  petroleum  industry  will  experience  substantially 
higher  unit  costs  of  petroleum  when  output  declines  from  the  present  abnormal 
levels  and  a  larger  proportion  of  the  total  is  the  high  cost  oil  found  now  and  in 
the  future. 

The  realization  on  crude  oil  continued  to  be  limited  by  price  ceilings  to  an 
average  of  $1.22  per  barrel  at  the  well,  practically  the  same  as  in  1943.  The 
average  price  realized  by  Humble  last  year  was  only  3  cents  per  barrel  higher 
than  in  1987.  This  represents  a  gain  of  2.5  percent  in  crude  oil  prices  over  the 
past  8  years.  In  this  same  period  commodity  prices  generally  have  advanced 
20  percent.  Raw  materials  have  advanced  35  percent  and  the  cost  of  labor  has 
increased  in  similar  proportion. 

The  future  supply  of  oil  for  civilian  needs  and  national  security  is  endangered 
by  *  *  *  the  continued  restriction  of  prices  to  prewar  levels.  Prices  cur- 
rently are  at  the  levels  that  prevailed  in  1937  even  though  the  cost  of  replacing 
oil  is  now  much  greater.  Present  prices  do  not  provide  sufficient  incentive  for 
experienced  operators  to  search  for  and  develop  new  reserves.  Exploration 
work  will  have  to  be  expanded  even  above  current  levels  before  new  discoveries 
equal  production.  This  is  not  likely  to  occur  unless  oil  prices  are  raised.  The 
increase  required  to  maintain  adequate  reserves  will  be  greater  if  added  tax 
burdens  reduce  the  return  to  producer.  The  time  to  increase  prices  is  now  for 
the  relation  of  supply  and  demand  in  the  postwar  transition  period  will  make  it 
difficult,  if  not  impossible,  to  secure  higher  prices.  An  increase  in  the  price  of 
crude  oil  with  corresponding  changes  in  product  prices  should  be  authorized 
promptly  to  assist  in  maintaining  adequate  petroleum  supplies. 

This  company  is  the  principal  producing  subsidiary  of  the  largest 
integrated  oil  company  in  the  United  States,  the  Standard  Oil  Co.  of 
New  Jersey. 

Amerada  Petroleum  Corp. ;  April  9, 1945 : 

*  *     *     present  abnormally  high  drilling  exi)enditures. 
Phillips  Petroleum  Co. ;  March  15,  1945  : 

*  *  *  Federal  subsidy  granted  August  1, 1944  *  *  *  will  provide  little, 
if  any,  stimulation  to  costly  exploration  efforts  of  the  kind  upon  which  this 
Nation  must  rely  to  discover  large  reserves  and  to  sustain  present  and  anticipated 
rates  of  crude  oil  withdrawal. 

*  *  *  Any  i)etroleum  enterprise,  therefore,  which  possesses  ample  natural 
resources,  complete  integration,  technical  ability,  and  effective  organization  and 
management,  bids  well  to  achieve  successful  results  over  an  extended  period. 

Standard  Oil  Co.  (incorporated  in  New  Jersey)  : 

*  *  *  Current  costs  of  discovery  are  substantially  higher.  Replacement 
of  crude  oil  now  being  drawn  from  the  ground  is  of  course  essential.  Con- 
tinuation of  high  finding  costs,  therefore,  will  make  desirable  an  upward  revi- 
sion of  the  price  of  crude  to  support  the  exploration  required  for  extensive  new 
discoveries. 
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*  *  *  Extensive  new  discoveries  of  oil  will  be  needed  in  the  postwar  years 
to  provide  the  backlog  of  resources  necessary  for  national  security,  for  efficient 
operations  and  to  supply  expanded  postwar  markets. 

The  Texas  Co.  and  subsidiary  companies : 

*  *  *  The  new  oil  found  in  1944  was  only  approximately  511,000,000  barrels, 
or  less  than  one-third  of  the  withdrawals  during  the  year.  A  substantial  part 
of  this  new  oil  was  found  by  deeper  drilling  in  existing  fields. 

*  *  *  Because  of  the  record  demand  for  petroleum,  some  of  the  more  im- 
portant oil  fields  have  been  and  continue  to  be,  overproduced,  resulting  in  possible 
reservoir  damage  and  the  eventual  loss  of  oil  underground.  As  the  reservoir 
pressures  decrease  production  costs  will  increase  due  to  the  necessity  of  pumping 
a  larger  volume  of  the  ultimate  oil  to  be  recovered    *     *     *. 

It  should  be  recognized  that  the  industry  still  continues  to  draw 
on  the  backlog  of  oil  reserves  discovered  and  developed  at  low  cost 
during  the  1930's,  and  that  the  reserves  so  produced  are  being  only 
partially  replaced  with  new  crude  oil  reserves  discovered  and  produced 
at  much  higher  cost.  The  industry  is  disposing  of  its  inventory  in 
the  ground  (crude  oil  reserves)  at  prices  which  do  not  stimulate  ex- 
ploratory drilling  on  the  part  of  the  small  independent  producer,  and 
are  not  in  keeping  with  the  increased  cost  of  new  discoveries. 

In  view  of  these  conditions,  the  management  repeats  its  statement  made  in 
the  1943  annual  report,  and  reaffirms  the  following  conclusions  : 

(1)  Unless  there  is  developed  an  entirely  new  or  improved  technique  for 
locating  deposits  of  oil,  new  discoveries  will  be  less  frequent  and  new  production 
will  be  more  costly  than  in  the  past. 

(2)  It  is  believed  that  a  more  equitable  price  is  necessary  to  stimulate  ex- 
ploratory drilling  particularly  on  the  part  of  the  small  producer.  The  number 
and  depth  of  these  exploratory  wells  must,  in  our  opinion,  be  increased  far 
beyond  that  considered  normal  in  the  past. 

(r3)  Unless  new  important  reserves  are  discovered  in  the  United  States,  this 
country  must  become  a  substantially  larger  importer  of  petroleum  in  order  to 
provide  for  its  military,  industrial,  and  civilian  requirements    *     *     *. 

At  the  suggestion  of  the  House  Small  Business  Committee  and 
representatives  of  the  industry,  the  National  Crude  Oil  Industry 
Advisory  Committee  was  created  and  a  study  of  the  cost  of  finding, 
developing,  and  producing  crude  petroleum  on  a  national  basis  was 
initiated. 

The  Small  Business  Committee  suggested  that : 

Due  to  the  great  number  of  firms  engaged  in  crude  oil  production,  the  study 
should  not  attempt  to  include  reports  from  all  firms  in  the  industry. 

The  House  committee  suggested  procedure  that  would  limit  the 
study  to  a  small  number  of  firms  and  referred,  by  way  of  illustration, 
to  a  study  made  by  the  Office  of  Price  Administration  in  which  "cost 
forms  were  sent  to  approximately  100  firms     *     *     *." 

It  has  been  estimated  by  governmental  agencies  that  there  are  18,000 
to  20,000  oil  producers. 

The  Office  of  FYice  Administration's  cost  reports  from  281  firms 
representing  56  percent  of  the  total  production,  were  received  by  the 
Office  of  Price  Administration  in  this  emergency  study.  Included  in 
the  sample  of  approximately  700  were  large,  medium,  and  small  firms 
from  various  areas  in  the  United  States  which  are  representative  of 
all  the  producing  areas.  The  selection  of  firms  to  be  surveyed  was 
made  by  the  Office  of  Price  Administration.  This  committee  co- 
operated by  assisting  the  Office  of  Price  Administration  in  determin- 
ing, where  known,  whether  or  not  the  selected  firms  were  representa- 


THE  INDEPENDENT  PETROLEUM   COMPANY  227 

tiye  and  in  urging  those  selected  to  furnish  the  Office  of  Price  Ad- 
ministration with  the  requested  cost  data. 

Mr.  Fraser.  Do  I  understand  that  281  answered  the  questionnaire? 
Mr.  Becker.  That  is  right. 

Mr.  Fraser.  About  TOO  received  the  questionnaire  ? 
Mr.  Becker.  I  think  that  is  correct,  is  it  not,  Mr.  Eeppert — 700 
received  them,  and  281  returned  them  ? 
Mr.  Eeppert.  That  is  right. 
Mr.  Becker.  I  will  return  to  the  statement. 

Many  firms  were  unable  to  furnish  data  suitable  for  accounting 
analysis.  Many  were  precluded  from  furnishing  data  due  to  lack  of 
necessary  or  competent  personnel  to  prepare  and  submit  the  required 
data.  The  number  of  responses  received  is  gratifying  to  the  com- 
mittee, being  greater  than  was  originally  contemplated  by  those  who 
developed  the  plan  of  procedure  when  the  survey  was  initiated. 

The  number  of  797  to  whom  the  Office  of  Price  Administration 
finally  sent  questionnaires  is  262  more  than  the  original  selection  made 
January  25 — after  deleting  duplications,  those  out  of  business,  etc., 
the  Office  of  Price  Administration  estimates  700  of  the  797  were  in 
existence  and  from  whom  returns  might  be  expected ;  281  responded. 

The  current  Office  of  Price  Administration  study  on  crude  produc- 
tion costs  is  now  in  its  fifteenth  month.  Some  controversy  developed 
between  the  Office  of  Price  Administration  and  the  industry  advisory 
committee,  but  the  committee  did  obtain  over-all  data  from  the  survey 
at  the  end  of  last  November  and  recently  submitted  the  results  of  its 
analysis  to  the  OP  A.  The  rising  trend  m  costs  of  finding,  developing, 
and  producing  crude  oil  is  definitely  supported  by  the  findings  in  that 
survey. 

According  to  the  cost  data  received  by  the  industry  advisory  com- 
mittee, it  appears  that  exploratory  costs  in  1944  were  four  times  higher 
than  in  1936-39.  Development  costs  were  double  and  operating  costs 
were  up  10  percent  in  the  same  period. 

The  National  Crude  Oil  Industry  Advisory  Committee,  created 
under  the  law  and  appointed  by  OPA,  has  made  a  study  on  the  cost  of 
finding,  developing,  and  producing  crude  petroleum.  They  made  a 
report  to  OPA  dated  February  11, 1946.  I  desire  at  this  time  to  insert 
for  the  record  a  copy  of  that  report  for  the  consideration  of  the  com- 
mittee. 

Senator  Moore.  It  will  be  admitted. 

Mr.  Fraser.  May  I  inquire,  has  that  been  printed  anywhere  ? 

Mr.  Becker.  No  ;  it  has  not,  except  that  it  has  been  mimeographed 
by  the  committee. 

Mr.  Fraser.  It  has  not  been  published  by  OPA  ? 

Mr.  Eeppert.  No  ;  but  we  gave  the  committee  permission  to  release 
it  to  the  public. 

Mr.  Fraser.  I  was  just  trying  to  avoid  printing  it  again,  if  it  has 
been  printed  once. 

Mr.  Becker.  It  has  not  been  printed  yet. 

Mr.  Eeppert.  You  mean  to  make  copies? 

Mr.  Fraser.  No  ;  to  print  it  in  the  record.  You  see,  that  will  cost 
thousands  of  dollars  to  be  printed.  Do  you  want  to  file  it  with  our 
committee,  or  do  you  think  that  it  should  be  printed  ? 

Mr.  Becker.  We  would  like  to  have  it  as  part  of  the  permanent 
record. 
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Mr.  Fell.  The  Government  has  not  printed  it  yet. 

Mr.  Frasek.  And  you  think  it  should  be  printed  ? 

Mr.  Fell.  Yes ;  we  think  it  should  be  printed. 

Mr.  Becker.  I  think  there  are  a  few  more  copies  for  the  coromittee, 
if  you  do  not  have  them  now. 

Mr.  Fraser.  Do  you  think  that  all  these  various  compilations  here 
should  all  go  into  the  printed  record?  Of  course,  I  have  not  read 
this,  but  I  am  just  asking  you. 

Mr.  Becker.  I  think  in  some  place  it  should  be  in  a  formal,  perma- 
nent record,  because  this  is  the  best  and  most  complete  cost  study  that 
has  ever  been  made  in  the  industry. 

'Mr.  Fraser.  And  you  think  it  has  permanent  value  beyond  its 
immediate  purpose  of  persuading  OPA  at  that  time? 

Mr.  Becker.  I  do;  yes, 

Mr.  Eeppert.  There  are  features  that  we  question,  and  as  a  matter 
of  having  it  a  permanent  record,  even  though  it  is  an  excellent  pres- 
entation, if  you  say  it  is  going  to  cost  the  Government  thousands  of 
dollars  to  put  it  into  the  record,  I  would  certainly  be  a  bit  "Yankee- 
ish"  in  my  judgment  about  that. 

Mr.  Fell.  That  has  been  prepared  by  some  of  the  best  cost  account- 
ants in  the  industry. 

Mr.  Reppert.  Mr.  Chairman,  it  might  help  you  make  a  decision 
without  levying  any  criticism  on  the  report  if  I  say  that  they  have 
constructed  things  like  reserves  there  in  a  mamier  different  from  the 
manner  in  which  they  are  constructed  by  industry  publications,  for 
instance,  the  amount  of  reserves,  and  how  they  are  applied  year  by 
year.  So  that  is  the  reason  I  say  that  there  would  be  a  question  as  to 
its  permanent  value. 

Mr.  Becker.  Those  reserves  to  which  Mr.  Reppert  refers  are  the  ones 
which  were  prepared  by  PAW.  I  imagine  they  have  already  been  sub- 
mitted to  your  committee. 

Senator  Moore.  They  have  been,  I  think. 

I  feel  that,  while  I  am  not  anxious  to  spend  unnecessary  money 
for  this  record,  the  record  as  a  whole  is  going  to  be  a  very  valuable 
document.  And  this  study,  as  it  is  represented  to  have  been  made  by 
competent  persons  from  some  fairly  authentic  sources,  I  think  I  will 
say,  unless  Senator  O'Mahoney  sees  the  matter  differently  in  this 
case,  we  will  admit  it  to  be  printed  into  the  record. 

Mr.  Fraser.  Do  you  feel  that  that  supplement  should  be  printed, 
too,  that  contains  the  over-all  totals  from  the  crude-petroleum-pro- 
duction survey  as  transcribed  from  certain  punchcard  listings? 

Mr.  Becker.  That  gives  us  the  basis  for  the  whole  study. 

Mr.  Reppert.  Mr.  Chairman,  I  was  going  to  suggest  to  you  after 
Mr.  Becker  is  through,  if  this  coromittee  so  desires,  and  I  imagine  they 
might,  since  this  is  a  treatise  on  price  control  in  this  industry,  that 
the  beet  way  for  OPA  to  give  you  our  side  of  the  story  is  through 
the  presentation  of  a  paper  on  it,  as  well.  Now,  it  seems  to  me  that 
if  that  is  true,  it  would  follow  that  that  paper  presented  by  OPA 
should  be  made  a  part  of  the  record  as  well. 

Senator  Moore.  That  will  be  a  matter  for  subsequent  considera- 
tion. 

Mr.  Fraser.  Unless  you  print  it  yourself.  Of  course,  if  the  OPA 
printed  it,  we  would  not  print  it  again. 

Mr.  E.EPPERT.  I  do  not  follow  you  on  the  printing  of  it,  evidently. 
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It  is  printed  now.    So  why  does  it  cost  the  thousands  of  dollars  ? 

Mr.  Frasek.  You  saj^  yours  are  printed  ? 

Mr.  Eeppert.  No ;  I  say  this  is  printed. 

Mr.  Fraseb.  Oh,  this  is  not  printed.  This  is  just  a  mimeographed 
document. 

Mr.  Reppert.  When  I  used  the  word  "printed"  that  is  what  I  meant. 

Iklr.  Frasek.  I  guess  the  Senator  has  already  decided  to  print  this, 
but  now  Mr.  Reppert  is  suggesting  printing  something  in  the  way  of 
a  reply  or  conmient  by  OPA.  And  I  was  merely  saying  that  if  OPA 
did  in  one  of  its  publications  print  that  reply,  there  would  not  be  any 
object  of  our  reprinting  it  in  our  hearings.  But  if  you  did  not  print 
it  in  the  first  instance,  then  that  would  raise  another  question.  Maybe 
it  would  then  be  printed  in  our  record. 

(The  document  referred  to  is  as  follows :) 

REPORT  ON  THE  COST  OF  FINDING,  DEVELOPING,  AND  PRODUCING 

CRUDE  PETROLEUM 

Submitted  to  the  Office  of  Price  Administration  by   the  National   Crude  Oil 
Industry  Advisory  Committee,  February  11,  1946 

FOBEWOBD 

The  Report  on  the  Cost  of  Finding,  Developing,  and  Producing  Crude  Petroleum 
together  with  the  resolution  of  the  National  Crude  Oil  Industry  Advisory  Com- 
mittee was  transmitted  to  the  Office  of  Price  Administration,  February  11,  1946. 
Following  the  isuance  of  the  wage-price  Executive  order  by  the  President  of 
the  United  States  on  February  14,  1946,  the  committee  submitted  additional 
information  as  to  the  elTect  of  the  wage-price  order  to  the  Office  of  Price  Admin- 
istration by  letter  of  February  25, 1946.     Copy  of  that  letter  is  included  herewith. 

At  a  conference  with  officials  of  the  Office  of  Price  Administration  on  March  4, 
1946,  members  of  the  subcommittee  of  the  National  Crude  Oil  Industry  Advisory 
Committee  were  informed  that  an  announcement  would  be  made  the  following  day 
of  a  proposed  increase  of  10  cents  per  barrel  in  crude  petroleum  ceiling  prices.  A 
copy  o"f  that  announcement  dated  March  5, 1946,  is  made  a  part  of  this  publication, 
together  with  a  copy  of  a  letter  to  the  members  of  the  committee  dated  March  6, 
1946,  which  includes  a  copy  of  the  telegram  which  Chairman  Charles  A.  Roeser  sent 
to  the  Honorable  Paul  A.  Porter,  Price  Administrator,  urging  him  to  give  full 
effect  to  the  i-ecommendations  of  the  committee. 

Nattonat.  Cetide  Oil  Industry  Advisobt  Committee, 

Washington  5,  D.  C,  February  11, 1946. 
Honorable  Chestee  Bowles, 

Price  Administrator,  Office  of  Price  Administration,  Federal  Office  Building 
No.  1,  Third  and  D  Streets  SW.,  Washingtoti,  D.  C. 

Dear  I\Ik.  Bowles  :  I  have  the  honor  of  transmitting  to  you  a  resolution  adopted 
by  the  National  Crude  Oil  Industry  Advisory  Committee,  and  its  Report  on  the 
Cost  of  Finding,  Developing,  and  Producing  Crude  Petroleum,  in  which  the  recom- 
mendations of  this  committee  on, crude  petroleum  price  ceilings  are  presented  for 
your  consideration. 

This  report  presents  the  considered  judgment  of  your  committee.  Its  con- 
clusions were  reached  after  careful  study  and  analysis  during  the  past  year  of 
industry  data  and  its  recent  analysis  of  statistical  and  cost  data  covering  the 
years  1936-39  and  1941-44,  recently  supplied  to  the  committee  by  your  office. 
These  data  indicate  that  there  is  a  substantially  increasing  upward  trend  in  the 
cost  of  finding,  developing,  and  producing  crude  petroleum. 

Your  committee  believes  that  existing  crude  petroleum  price  ceilings  are  insuf- 
ficient to  permit  the  normal  exploratory  and  development  operations  needed  to 
provide  adequate  petroleum  reserves  in  this  country  sufficient  at  all  times  to 
maintain  a  readily  available  supply  of  producible  crude  petroleum  for  national 
security  and  to  meet  the  indicated  military  demands  and  the  normal  expansion 
in  civilian  and  industrial  requirements  for  petroleum  products. 

The  committee  urges  that  you  immediately  amend  and  revise  existing  maxi- 
mum price  ceilings  on  crude  petroleum  by  a  general  upward  adjustment  of  such 
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ceilings  throughout  the  United  States  averaging  35  cents  per  barrel,  so  that  each 
grade  and  character  of  crude  petroleum  may  receive  such  price  as  is  justified 
by  the  facts  and  such  additional  upward  adjustments  as  may  be  necessary  to 
effectuate  the  purposes  of  the  Emergency  Price  Control  Act  of  1942,  as  amended. 

No  specific  recommendation  is  made  in  this  report  regarding  petroleum 
products  price  ceilings  for  the  reason  that  we  believe  any  recommendation  re- 
lating to  petroleum  products  is  a  subject  which  comes  within  the  functions  of 
other  Office  of  Price  Administration  industry  and  advisory  committees.  We 
recognize,  however,  that  in  adjusting  crude  petroleum  price  ceilings,  considera- 
tion must  be  given  to  necessary  adjustment  in  petroleum  products  price  ceilings. 

Although  the  position  of  the  petroleum  industry  on  the  question  of  continuing 
price  control  of  crude  petroleum  and  its  products  has  been  made  known  through 
resolutions  of  the  Petroleum  Industry  War  Council  and  trade  associations  of  the 
industry,  the  committee  recognizes  its  primary  duty  as  one  apart  from  the  over-all 
question  of  decontrol,  and  recommends  that  consideration  of  the  question  of  a 
proper  price  base  for  crude  petroleum  should  not  be  postponed  awaiting  the 
indefinite  time  at  which  decontrol  may  be  effected. 

We  urge  that  the  report  herewith  be  given  your  earliest  i)ossible  attention  to 
the  end  that  the  recommendations  contained  in  said  report  be  made  effective  in 
order  to  avoid  further  damage  to  this  basic  industry  which  is  one  of  the  most 
important  in  contributing  to  our  economic  welfare  and  security. 

Members  of  this  committee  will  be  glad  to  meet  with  you  and  the  officials  of 
your  Office  to  discuss  this  report  in  detail. 

Respectfully  submitted. 

National  Crude  Oix  Industry  Advisory  Committee, 
By  Charles  F.  Eoeser,  Chairman. 

resolution 

Whereas  the  subcommittee  selected  by  the  National  Crude  Oil  Industry 
Advisory  Committee,  January  15,  1945,  in  Washington,  D.  C,  was  instinicted  to 
assist  the  Office  of  Price  Administration  in  the  details  of  organizing  and  com- 
pleting a  national  survey  of  crude  petroleum  costs  and  to  study,  analyze,  and 
interpret  the  results  of  such  survey  with  a  view  of  determining  whether  the 
prices  of  crude  petroleum  are  generally  fair  and  equitable,  and 

Whereas  the  subcommittee  has  completed  its  study  of  the  cost  data  submitted 
to  it  by  the  Office  of  Price  Administration  and  have  submitted  their  report  to 
this  committee  together  with  their  recommendations :  Therefore  be  it 

Resolved,  iy  the  National  Crude  Oil  Industry  Advisory  Committee,  That  said 
report  and  recommendations  be  and  they  are  hereby  approved ;  be  it  further 

Resolved,  That  this  report  be  submitted  to  the  Administrator  of  the  Office  of 
Price  Administration  and  that  the  chairman  or  his  nominee  is  hereby  directed 
to  deliver  this  report  to  the  proper  officials  of  the  Office  of  Price  Administra- 
tion as  the  report  and  recommendation  of  this  committee  with  the  request  that 
it  be  given  inamediate  consideration  to  the  end  that  the  recommendations  con- 
tained in  said  report  be  made  effective  at  the  earliest  possible  moment. 

National  Crude  Oil  Industry  Advisory  Committee, 

Washington  5,  D.  C,  Felruary  25,  1946. 

Honorable  Paul  Poetee, 

Price  Administrator,  Office  of  Price  Administration,  Federal 

Office  Building  No.  1,  Third  and  D  Streets  SW,  Washington,  D.  C. 

Dear  Me.  Porter  :  On  February  11,  1946,  Mr.  Russell  B.  Brown  and  the  under- 
signed delivered  to  Mr.  J.  H.  Reppert,  petroleum  price  executive,  a  resolution 
adopted  by  this  Committee  and  its  report  on  the  cost  of  finding,  developing  and 
producing  crude  petroleum  in  which  the  recommendations  of  this  committee  on 
crude  petroleum  price  ceilings  were  presented  for  your  consideration. 

On  February  14,  1946,  the  President  issued  the  wage-price  Executive  order 
and  subsequently  increases  have  been  announced  in  the  basic  cost  of  steel  which 
will  affect  the  larger  amount  of  materials  and  supplies  vital  to  the  development 
and  production  of  crude  petroleum.  Also,  as  you  know,  there  has  been  a  recent 
almost  general  substantial  increase  in  the  cost  of  labor. 

Approximately  65  percent  of  the  gross  income  from  the  production  of  crude 
petroleum  must  normally  be  expended  in  the  search  for  and  development  of  petro- 
leum reserves  to  maintain  adequate  production.     A  very  large  part  of  these 
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expenditures  are  for  labor  and  steel  products.  Operating  expenditures,  which 
exceed  25  percent  of  tlie  oil  dollar,  are  also  largely  for  labor  and  supplies,  both 
of  which  are  affected  by  the  recent  wage  and  price  adjustment. 

The  petroleum  industry  is  the  second  largest  industry  in  the  United  States — • 
widely  dispersed  over  the  Nation.  It  is  composed  of  all  sorts  and  sizes  of  opera- 
tors. The  effect  of  these  recent  wage  and  material  adjustments  adds  further 
pressure  to  the  squeeze  between  costs  and  depressed  ceiling  prices  in  this  industry. 

It  is  no  longer  possible  for  this  industry  to  absorb  these  increases  in  costs — 
serious  hardship  has  already  driven  many  smaller  operators  out  of  the  business 
and  many  cannot  carry  on  the  necessary  replacement  operations.  Direct  and 
immediate  measures  of  relief  are  necessary. 

I  present  for  your  consideration  in  table  1,  data  on  wages  and  salaries  in 
crude  petroleum  production  showing  Department  of  Commerce  figures  for  1936 
through  1944  on  total  wages,  number  of  full  time  equivalent  employees,  average 
annual  earnings  per  full  time  employee  and  hourly  earnings.  I  have  estimated 
comparable  data  for  1945  and  1946  on  the  basis  of  tlie  latest  available  information. 
Accurate  data  is  not  available  at  this  time.  These  data  are  trnslted  into  costs 
per  barrel  of  net  production.  In  1944  the  reported  estimate  by  the  Department 
of  Commerce  indicates  per  barrel  costs  of  wages  and  salaries  was  10  cents  per 
barrel  over  the  1941  average. 

On  the  basis  of  the  Petroleum  Administration  for  War  estimate  for  1946 
production  of  crude  petroleum,  and  allowing  for  recent  wage  increases  and  the 
effects  of  the  recent  Executive  order  on  wages  and  prices,  I  believe  that  the 
cost  of  wages  and  salaries  in  the  production  of  crude  petroleum  may  rise  to 
43  cents  per  barrel,  a  rise  of  about  17  cents  per  barrel  over  the  1941  average 
cost  per  barrel  of  company  oil  production,  an  increase  of  40  percent. 

In  table  2  are  examples  of  some  increases  in  material  costs  in  Illinois  and 
Indiana  between  1940-41  and  1945.  These  actual  costs  are,  I  believe,  repre- 
sentative of  those  which  prevailed  throughout  the  industry  in  the  periods  stated 
but  do  not  include  recent  and  proposed  increases  in  labor  and  steel. 

In  the  short  time  since  February  14,  it  has  not  been  possible  to  obtain  the 
views  of  all  this  committee  as  to  the  effect  of  the  President's  wage  and  price 
order  on  the  crude  petroleum  production  industry.  1  am  sending  a  copy  of  this 
letter  to  each  member  of  thd  committee.  I  shall  be  glad  to  inform  you  as  to 
their  reactions. 

The  members  of  this  committee  are  unanimous  in  the  request  that  their  recom- 
mendations transmitted  to  your  office  on  February  11,  1946,  be  given  immediate 
consideration  to  the  end  that  those  recommendations  be  made  effective  at  the 
earliest  possible  moment. 
Respectfully  yours, 

James  V.  Beown,  Secretary. 


Table  1. — Wages  and  salaries  in  crude  petroleum  and  natural  gas  production  per 
net  barrel  of  crude  produced 


Net  produc- 
tion (85.5 
percent  of 

gross) 
(thousands 
of  barrels) ' 

Wages  and  salaries 

Number  of 
full-time 
equivalent 
employees 
(thou- 
sands) 2 

Average 

annual 

earnings  per 

full-time 

employee  2 

Year 

Total  (mil- 
lions of 
dollars)  2 

Per  barrel 
of  unit  pro- 
duction 3 

Hourly 

earnings  2 

1936.       .  . 

940,  232 
1, 093, '682 
1,038,274 
1,081,543 
1, 156, 998 
1, 198, 905 
1, 185,  581 
1,  287,  299 
1,434,479 
1,463,709 
1,304,871 

$287 

333 

333 

315 

336 

363 

354 

409 

«509 

6  540 

«567 

$0.30 
.32 
.29 
.29 
.30 
.26 
.32 
.35 
.36 
.37 
.43 

180 
192 
192 
187 
196 
204 
183 
178 
198 
200 
210 

$1, 594 
1,734 
1,734 
1,684 
1,714 
1,779 
1,934 
2,298 
2,571 
2,700 
2,700 

$0,768 

1937     

.827 

1938         .  - 

.844 

1939 

.873 

1940    -     .  . 

.881 

1941 . 

.934 

1942 

1.014 

1943_ 

1.100 

1944 

1.151 

1945 

1.200 

1946 

1.350 

1  Based  on  Bureau  of  Mines  reported  gross  production,  except  1946,  which  is  based  on  PAW  estimate  for 
that  year. 

2  Source:  U.  S.  Department  of  Commerce. 
'  Calculated. 

*  Preliminary  estimate,  U.  S.  Department  of  Commerce. 

'  AU  1945  and  1946  figures  are  estimated  on  basis  of  presently  available  data. 
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Table  2. — Examples  of  some  increased  costs  in  Illinois  and  Indiana 


Cost  in  1940-41 


Cost  in  1945 


7-inch  olive-drab  17-pound  lO-thread  casing 

Sake  of  cement 

Tret-0-Lite 

Drilling  contract 

Circulating,  coring,  etc 

10-by  15-foot  steel-welded  tank 

Ford  pick-up 

Teamster 

Roustabout 

Pumper 

Pumper  foreman.. 

Head  roustabout 

7-inch  Baker  float  collar 

H  No.  55  sucker  rod 

Yellow  pine  lumber 

Hauling 

Sand 

Bomb,  etc.,  for  shot 

Filling  pits 

Drilling  contract  i 

Circulating' 

Shut-down  time ' 

Cable  tools  ' 

Tractor  contractor ' 

Trucking  contractor ' 

7-inch  24-pound  casing  sc.  hd.' 

Lumber,  yellow  pine  ' 

Cement,  regular  i 

^^-foot  sucker  rods.  No.  55  ' 

Pontiac  sedan  2 

Dodge  sedan ' 

Ford  pick-up  2 

Gass 

Dehydro  formula  ' 

Drilling  contract  2 

Cable  tool  2 

Coring-Schlumberger  2 

Salt-water  pit,  150  by  150  by  iH  1 


75  cents  per  foot. 

85  cents 

$100  per  drum... 
$2.75 

$10  per  hour 

$394.06 

$695 

80  cents  per  hour 
$32.31  per  week.. 
$33.46  per  week... 
$200  per  month.. 
$165  per  month... 

$41.64 

12  cents  per  foot.. 
$55  per  M  feet..., 

$7.50  per  hour 

$1.40  per  yard-... 

$156.60 

$50 

$3  per  foot 

$8.33  per  hour.... 

$25  per  day 

$115  per  day 

$5  per  hour 

$3.15  per  hour 

88  cents 

$50-.. 

85  cents 

$10.10 

$1,030.24 

$1,095 

$673.08 

5  cents  per  M 

$2  per  gallon 

$3  per  foot 

$100penday 

.$225  per  day 

$490 


83  cents  per  foot. 

95  cents. 

$110  per  drum. 

$3.75  plus  drilling  mud 
in  excess  of  $200  plus 
all  moving  costs  in 
excess  of  $1,000. 

$12  per  hour. 

$413.68. 

$1,057.97. 

$1.30  per  hour. 

$52  per  week. 

$54.08  per  week. 

$292  per  month. 

$230  per  month. 

$44.99. 

14  cents  per  foot. 

$60  per  M  feet. 

$9.50  per  hour. 

$2  per  yard. 

$201.50. 

$95. 

$3.25  to  $5.40  per  foot. 

$10  per  hour. 

$25  per  day. 

$150  per  day. 

$7.50  per  hour. 

$4  per  hour. 

$0,901. 

$82.25. 

95  cents. 

$10.60. 

$1,667.70. 

$1,785.33. 

$1,075.79. 

10  cents  per  M. 

$2.20  per  gallon, 

$3.50  per  foot. 

$150  per  day. 

$350  per  day. 

$603.60  plus  road  time. 


'  Kansas. 


'  Oklahoma. 


'  Texas. 


Office  of  Price  Administration 
For  immediate  release :  Tuesday,  March  5, 1946 

Ceiling  prices  for  crude  oil,  at  the  producer  level,  will  be  raised  10  cents  a  barrel 
shortly,  the  Office  of  Price  Administration  announced  today. 

Refiners  will  be  required  to  absorb  the  increase,  and  therefore,  no  price  changes 
to  the  public  are  contemplated  at  this  time.  However,  such  absorption  and  its 
effect  on  prices  to  the  public  for  petroleum  products  will  be  the  subject  of  meetings 
between  OPA  and  the  National  Refiners'  Industry  Advisory  Committee,  to  begin 
at  once. 

Official  action  granting  the  10-cent  increase  to  producers,  the  first  industry- 
wide raise  granted  by  OPA  to  crude-oil  producers,  will  become  effective  some  time 
during  the  last  half  of  March. 

The  increase,  based  on  a  prospective  1946  production  of  1,500,000,000  barrels  of 
crude  oil,  will  mean  an  additional  $150,000,000  to  crude-oil  producers  annually. 
The  national  average  selling  price  for  crude  oil  at  present  is  approximately  $1.23 
a  barrel. 

OPA  said  the  increase  will  be  authorized  under  the  agency's  earnings  standard 
and  as  such  is  mandatory  under  the  Price  Control  Act. 

Data  submitted  by  OPA's  National  Crude  Oil  Industry  Advisory  Committee 
show  that  higher  costs  of  producers  for  wages,  finding  and  developing  crude  oil, 
deeper  drilling,  and  production  cut-backs  have  reduced  their  earnings  to  the 
extent  that  a  large  segment  of  the  industry  will  not  be  able  to  maintain  1936-39 
base  earnings  without  a  price  increase. 

Information  available  at  this  date  to  OPA  justifies  an  immediate  increase  of 
at  least  10  cents  a  barrel  to  keep  industry  earnings  generally  from  falling  below 
the  1936-39  level,  the  agency  said.  However,  a  further  cost  study  will  be 
made  at  once,  and  if  this  study  shows  the  10-cent  increase  is  inadequate  to 
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maintain  the  industry's  1936-39  earnings,  a  further  increase  will  have  to  be 
made. 

The  National  Crude  Oil  Industry  Advisory  Committee  recommended  an  indus- 
try-wide increase  of  35  cents  a  barrel. 

OPA  said  the  committee  based  this  recommendation  on  so-called  replacement 
costs,  computing  replacement  values  by  relating  current  capital  charges  to  the 
discovery  of  new  oil  reserves  during  the  same  year. 

OPA  said  it  is  contrary  to  the  agency's  policy  to  base  price  increases  on  such 
replacement  values.  The  10-cent  increase,  however,  is  in  line  with  the  results 
shown  by  the  industry's  own  accounting  practice,  which  relates  current  operating 
costs  to  current  production. 

In  stating  that  refiners  will  be  required  to  absorb  the  price  increase,  OPA 
pointed  out  that  the  refining  industry,  like  producers,  is  assured  of  earnings 
equal  to  the  1936-39  level  under  the  law.  If  the  industry  can  show  that  the 
increase  is  pulling  its  earnings  below  the  1936-39  level,  the  agency  must  act  to 
correct  that  condition. 

Refiners  at  present  are  generally  producing  all  major  products  except  gasoline 
at  capacity.     In  addition,  demand  for  export  is  increasing. 

For  these  two  reasons,  OPA  said,  small  high-cost  refiners  who  experience  op- 
erating losses  because  of  the  full  absorption  requirement,  may  be  able  to  benefit 
from  individual  adjustments  of  their  ceiling  prices  for  products  sold  either 
directly  to  industrial  users  or  for  export  and  which  do  not  enter  the  general 
competitive  field  where  an  individual  raising  of  prices  is  not  practicable. 

OPA  said  further  that  it  is  considering  whether  to  continue*  in  effect  recent 
temporary  price-ceiling  increases  allowed  in  most  parts  of  the  country  on  kerosene 
and  heating  oils,  which  are  scheduled  to  expire  either  on  April  30  or  June  30,  1946. 
These  increases,  amounting  to  half  a  cent  a  gallon  in  the  eastern  seaboard,  Gulf 
coast  and  Middle  West  districts,  and  three-fourths  of  a  cent  a  gallon  on  the 
Pacific  coast,  do  not  apply  to  crude-oil  producers,  being  only  on  the  refined 
products  of  kerosene  and  heating  oils. 

OPA  said  that  these  increases  have  particularly  helped  the  small  high-cost 
refiners  who  in  certain  instances  might  find  it  dificult  to  absorb  the  10-cent  crude 
oil  increase.  It  is  x>ossible,  OPA  said,  that  a  determination  of  the  over-all 
refiners'  position  will  be  available  before  the  temporary  increases  expire. 

National  Ckude  Oil  Indxjstey  Advisory  Committtee, 

Washington  5,  D.  C,  March  6, 1946, 

To  Members  of  National  Crude  Oil  Industry  Advisory  Committee : 

The  Office  of  Price  Administration  action  granting  a  10-cent  increase  in  crude 
petroleum  ceiling  prices  to  become  effective  sometime  during  the  last  half  of 
March  does  not  satisfy  in  full  the  recommendations  of  the  National  Crude  Oil 
Industry  Advisory  Committee.  This  committee  must  make  a  further  elfort  to 
obtain  full  recognition  of  the  need  for  an  adequate  increase  in  crude  petroleum 
price  ceilings. 

I  have  today  sent  the  following  telegram  to  Hon.  Paul  A.  Porter,  Price  Admin- 
istrator, urging  him  to  make  effective  immediately  and  in  full  the  recommenda- 
tions of  this  committee  which  were  transmitted  to  the  Petroleum  Price  Executive, 
February  11,  1946. 

"The  10-cent  per  barrel  increase  in  crude  petroleum  ceiling  prices  announced 
March  5,  1946,  by  the  Office  of  Price  Administration  is  inadequate  to  maintain 
the  industry's  1936-39  earnings  according  to  Office  of  Price  Administration 
standards  and  it  is  not  sufficient  to  offset  recent  increases  in  costs  of  labor  and 
steel  prices.  It  will  not  provide  a  proper  stimulant  to  bring  about  all  the 
exploration  and  development  efforts  necessary  to  supply  future  consumer  re- 
quirements for  petroleum  products.  We  again  urge  you  to  give  full  effect  to 
the  recommendation  of  this  committee  that  the  existing  crude  petroleum  price 
ceilings  be  increased  immediately  throughout  the  United  States  an  average  of 
35  cents  per  barrel  and  that  the  situation  be  reviewed  with  the  aid  and  advice 
of  this  committee  within  a  reasonable  period  thereafter  to  determine  what  is 
then  necessary.  Controlling  policies  previously  formulated  from  levels  above 
Fuels  Division  prevent  full  consideration  our  problem.  We  have  asked  permis- 
sion to  discuss  these  policies  with  you.  Division  Head  advises  us  they  are  unable 
to  get  conference  for  us  with  you.  I  urge  you  see  representative  our  committee 
for  purpose  this  discussion  earliest  possible  date.  Continuance  present  price 
levels  and  controls  will  drive  many  independent  producers  out  of  business." 

Chas.  F.  Roesee,  Chairman, 
National  Crude  Oil  Industry  Advisory  Committee. 
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Report  of  National  Ceude  Oil  Industry  Advisory  Committee  (Created  by  the 
Office  of  Price  Administration)  to  the  Office  of  Price  Administration  on 
THE  Cost  of  Finding,  Developing,  and  Producing  Crude  Petroleum 

Presented  with  recommendations  of  the  committee  in  response  to  a  request 
from  tlie  Office  of  Price  Administration  to  obtain,  analyze,  and  interpret  petro- 
leum costs  data  necessary  in  determining  v^'hether  the  prices  of  crude  petroleum 
are  generally  fair  and  equitable. 

National  Crude  Oil  Industry  Committee   (Created  by  the  Office  of  Price 

Administration  ) 

January  3,  1945 — Washington  5,  D.  C. 

Charles  F.  Roeser,  Chairman.  Russell  B.  Brown,  Counsel. 

Carl  E.  Reistle,  Jr.,  Vice  Chairman.    James  V.  Brown,  Secretary  and  Treasurer. 

Subcommittee  on  Cost  of  Finding,  Developing  and  Producing  Crude  Petroleum 

E.  P.  Potter,  Chairman.  W.  B.  Emery. 

Charles  F.  Roeser  (ex  officio).  A.  C.  Rubel. 

Russell  B.  Brown,  Counsel.  Carl  E.  Reistle,  Jr. 

Merle  Becker.  James  V.  Brown,  Secretary. 

J.  P.  Coleman.  • 

committee  members 

George  S.  Bays,  consulting  and  research  engineer,  Stanolind  Oil  &  Gas  Co.,  Tulsa, 

Okla. 
Merle  Becker,  vice  president  and  controller,  W.  C.  McBride,  Inc.,  St.  Louis,  Mo. 

D.  Harold  Byrd,  president,  Byrd-Forst,  Inc.,  Dallas,  Tex. 

J.  P.  Coleman,  petroleum  economist,  McCarty  &  Coleman,  Wichita  Falls,  Tex. 

Wilson  B.  Emery,  vice  president  and  manager  of  production  (geologist),  the 
Ohio  Oil  Co.,  Findlay,  Ohio. 

Richard  Fenton,  executive  vice  president,  California  Stripper  Well  Associa- 
tion, Los  Angeles,  Calif. 

B.  A.  Hardey,  chairman,  Louisiana  Mineral  Board,  Shreveport,  La. 

Edwin  W.  Hayes,  Independence,  Kans. 

James  W.  Johnson,  Consolidated  Gas  Co.,  Shelby,  Mont. 

J.  P.  Jones,  Bradford,  Pa. 

Raymond  B.  Kelly,  division  manager  (petroleum  engineer),  the  Pure  Oil  Co., 
Olney,  111. 

Dana  H.  Kelsey,  vice  president,  Sinclair  Prairie  Oil  Co.,  Tulsa,  Okla. 

H.  M.  McClure,  Alma,  Mich. 

W.  H.  Morgan,  Long  Beach,  Calif. 

Gilbert  J.  Mueller,  vice  president  and  director,  Argo  Oil  Co.,  Denver,  Colo. 

John  G.  Pew,  assistant  to  vice  president  and  director.  Sun  Oil  Co.,  Dallas,  Tex. 

E.  P.  Potter,  treasurer  and  controller,  Amerada  Petroleum  Coi"p.,  New  York, 
N.  Y. 

E.  B.  Reeser,  director,  Barnsdall  Oil  Co.,  Petroleum  Building,  Tulsa,  Okla. 

Carl  E.  Reistle,  Jr.,  general  superintendent,  production  department  (chief 
petroleum  engineer).  Humble  Oil  &  Refining  Co.,  Houston,  Tex. 

Charles  F.  Roeser,  president,  Roeser  &  Pendleton,  Inc.,  Fort  Worth,  Tex. 

Albert  C.  Rubel,  vice  president  (petroleum  engineer).  Union  Oil  Co.  of  Cali- 
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J.  D.  Sandefer,  Jr.,  Breckenridge,  Tex. 
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Report  op  the  National  Crude  Oil  Industry  Advisory  Committee  to  the  Office 
OF  Price  Administration  on  Cost  of  Finding,  Developing,  and  Producing 
Crude  Petroleum  in  the  United  States  and  Recommendations  With  Respect 
TO  the  Establishment  of  Fair  and  Equitable  Prices 

introductory  comment 

This  report  is  presented  to  your  Office  pursuant  to  the  purpose  for  which  this 
committee  was  appointed,  i.e.  "  *     *     *     to  aid  the  Office  of  Price  Administration 
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in  determining  wlietlier  the  prices  of  crude  petroleum  are  generally  fair  and 
equitable." 

This  report  is  based  upon  data  collected  by  the  Office  of  Price  Administration 
in  the  crude  oil  industry  cost  survey  completed  on  June  30, 1945,  which  data  were 
received  by  this  committee,  November  28,  1945,  and  upon  data  compiled  by  other 
governmental  agencies  oi*  secured  from  other  reliable  sources. 

SXIMMAEY   OF   CONCLUSIONS,    FINDINGS,    AND   EECOMMENDATIONS 

As  a  result  of  its  study  of  the  cost  survey  data,  the  committee  has  reached  the 
following  conclusions : 

1.  That  the  cost  survey  data,  when  properly  analyzed  and  interpreted,  are 
adequate  for  the  purposes  contemplated  when  the  survey  was  undertaken. 

2.  That  fair  and  equitable  prices  for  crude  petroleum  cannot  be  determined 
from  consideration  of  bookkeeping  data  alone. 

3.  That  consideration  of  crude  oil  replacement  cost  data  is  not  only  justified 
but  necessary  if  ceiling  prices  are  to  be  generally  fair  and  equitable. 

4.  That  the  present  maximum  ceiling  prices  for  crude  petroleum  are  not 
generally  fair  and  equitable. 

5.  That  existing  crude  petroleum  maximum  price  ceilings  are  insufficient  to 
permit  the  normal  exploratory  and  development  operations  needed  to  provide 
adequate  petroleum  reserves  in  this  country  sufficient  at  all  times  to  maintain 
a  readily  available  supply  of  producible  crude  petroleum  for  national  security 
and  to  meet  the  indicated  military  demands  and  the  normal  expansion  in~  civilian 
and  industrial  requirements  for  petroleum  products. 

The  committee's  study  of  the  data  discloses  that : 

1.  The  average  cost  of  finding,  developing,  and  producing  crude  petroleum  rose 
from  $0.70  per  barrel  in  the  years  1936-39  to  $1.60  per  barrel  in  1944,  whereas 
gross  income  per  barrel  was  $1.24  during  1944. 

2.  During  the  base  period,  1936-39,  the  average  excess  of  crude  oil  income 
over  replacement  cost  was  $0.45  per  barrel  but  in  1944  replacement  cost  was 
$0.35  greater  than  gross  income. 

3.  An  average  price  of  $1.99,  exclusive  of  subsidy,  would  have  been  necessary 
in  1944  in  order  to  have  maintained  the  base  period  margin  of  $0.45  per  barrel 
and,  on  the  basis  of  replacement  cost  for  that  year,  to  have  provided  the  industry 
with  the  funds  required  to  replace  the  volume  of  oil  produced  with  an  equal 
volume  of  newly  discovered  and  developed  reserves. 

The  experience  of  the  industry  shows  that  several  moderate  increases  are 
preferable  to  one  large  increase  particularly  in  promoting  stability.  Therefore 
this  committee  recommends  that  existing  crude  petroleum  price  ceilings  be 
increased  immediately  throughout  the  United  States  an  average  of  35  cents  per 
barrel  and  that  the  situation  be  reviewed  with  the  aid  and  advice  of  this  com- 
mittee within  a  reasonable  period  thereafter  to  determine  what  is  then  necessary. 

The  committee  is  convinced  that  this  action  is  necessary  in  the  national  interest 
as  a  step  toward  establishing  fair  and  equitable  prices  for  crude  petroleum  and 
toward  protecting  the  consumers  of  petroleum  products  against  future  scarcity 
values  that  may  result  from  continuance  of  present  inadequate  prices  of  crude 
petroleum. 

The  basis  and  reasons  for  these  conclusions  with  recommendations  ijertaining 
thereto,  are  set  forth  in  detail  hereunder. 

FUNDAMENTAL  POSITION  OF  THE  OIL-PRODUCING  INDUSTEY 

This  committee  urges  that  careful  study  of  the  fundamental  jwsition  of  the 
oil-producing  industry  is  a  necessary  prerequisite  to  any  consideration  of  the 
adequacy  of  present  crude  oil  prices.  Therefore,  certain  fundamental  data  com- 
piled and  published  by  the  Petroleum  Administration  for  War  and  the  Bureau 
of  Mines  are  submitted  below  with  the  addition  of  certain  ratios  which  this 
Commission  considers  to  be  extremely  significant  and  relevant  to  the  crude  oil 
price  problem. 
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Table  1. — Fundamental  position  of  crude  oil  producing  industry 

[Millions  of  barrels] 


Year 

Gross  pro- 
duction 

(Bureau  of 
Mines) 

New  re- 
serves dis- 
covered- 
gross 

(PAW) 

Ratio — 
discoveries 

to 
production 

Proved  re- 
serves, end 
of  year 
(PA\\T 

Ratio- 
reserves 
to  produc- 
tion 

1914 

266 

281 

300 

335 

357 

378 

443 

471 

558 

732 

714 

763 

772 

900 

902 

1,007 

898 

851 

786 

905 

908 

996 

1,100 

1,279 

1,214 

1,265 

1,353 

1,402 

1,387 

1,505 

1,678 

219 

587 

750 

684 

452 

1,440 

811 

2,156 

913 

810 

599 

345 

2,000 

1,404 

2,105 

1,357 

5,482 

2,080 

540 

626 

1,880 

2,115 

1,627 

2,454 

2,115 

818 

1,539 

1,269 

840 

936 

659 

0.82 

2.09 

2.50 

2.04 

1.27 

3.81 

1.83 

4.58 

1.64 

1.11 

.84 

.45 

2.59 

1.56 

2.33 

1.35 

6.10 

2.44 

.69 

.69 

2.07 

2.12 

1.48 

1.92 

1.74 

.65 

1.14 

.91 

.61 

.62 

.39 

7,320 
7,626 
8,076 
8,425 
8,520 
9,582 
9,950 
11,635 
11,990 
12,068 

11,  953 
11,535 

12,  673 

13,  267 
14, 470 
14,820 
19,404 
20,  633 
20,387 
20,108 
21, 080 
22,199 

22,  726 

23,  901 

24,  802 
24,  355 
24,531 
24,388 
23,836 
23,  262 
22,  243 

27.52 

1915     -  - 

27.14 

1916 

26.92 

1917.   

25.15 

1918 

23.87 

1919     

25.36 

1920 

22.46 

1921       

24.70 

1922 

21.49 

1923              . 

16.49 

1924  

16.74 

1925       

15.12 

1926 

16.42 

1927       

14.74 

1928  -  . 

16.04 

1929       

14.72 

1930 

21.61 

1931       -       .  - 

24.25 

1932     -  - 

25.94 

1933 

22.22 

1934 

23.22 

1935       -      

22.29 

1936 

20.66 

1937 

18.69 

1938 

20.43 

1939 - 

19.25 

1940 - 

18.13 

1941 

17.40 

1942 - 

17.19 

1943 

15.46 

1944       

13.26 

During  the  period  1914  to  1985,  inclusive,  new  oil  reserves  discovered  were 
approximately  twice  as  great  as  the  volume  of  oil  produced.  From  1936  to  1939, 
inclusive,  the  ratio  of  discoveries  to  production  declined  to  1.4  but  from  1941 
to  1941,  inclusive,  this  ratio  was  only  0.6  and  information  now  available  indi- 
cates that  new  discoveries  in  1945  also  were  substantially  smaller  than  the 
volume  of  oil  produced. 

The  Petroleum  Administration  for  War  has  estimated  that  when  price  con- 
trol became  effective  in  January  1942  the  industry's  productive  capacity  was  in 
excess  of  then  current  production  by  approximately  800,000  barrels  daily ; 
whereas  during  the  last  few  months  of  the  war,  the  production  then  necessary 
was  over  300,000  barrels  greater  than  the  potential  capacity  within  maximum 
efficient  rates.  These  estimates  indicate  that  potential  productive  capacity 
within  maximum  efficient  rates,  decreased  approximately  400,0(K)  barrels  daily 
during  the  iieriod  of  governmental  price  control.  Furthermore,  at  the  end  of 
1944,  proved  reserves  were  more  than  2  billion  barrels  smaller  than  at  the  end 
of  1941. 

A  preponderance  of  the  abnormal  production  required  for  war  purposes  was 
derived  from  flush  fields  which  are  still  being  drawn  on  very  heavily  to  meet 
the  current  demand.  Productive  capacity  can  be  maintained  only  by  replacing 
flush  production  with  a  much  greater  volume  of  newly  discovered  and  developed 
reserves.  With  the  present  division  of  output  between  flush  and  settled  produc- 
tion, it  is  believed  that  the  volume  of  newly  discovered  and  developed  reserves 
should  be  substantially  greater  than  production  to  prevent  further  reduction  in 
productive  capacity. 

The  crude  oil  producing  industry  is  one  of  the  most  important  of  all  basic 
industries.  The  existence  of  other  important  industries  and  continuance  of  our 
present  way  of  living  depend  upon  the  availability  of  plentiful  and  cheap  sup- 
plies of  oil  products.  Therefore,  the  maintenance  of  the  productive  capacity  of 
the  oil-producing  industry  and  its  proved  underground  reserves  available  for  the 
future,  is  vitally  essential  to  the  national  interest.  Maintenance  of  productive 
capacity  and  proved  reserves  can  be  accomplished  only  by  replacement  of  oil 
produced  through  the  discovery  and  development  of  new  fields. 

In  the  past,  increases  in  the  price  of  crude  oil  have  always  stimulated  ex- 
ploration and  discovery  and  thereby  have  resulted  ultimately  in  lower  product 
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prices  to  the  consumer.  The  recent  greatly  expanded  volume  of  exploratory 
activity  was  not  sufficient  to  prevent  impairment  of  proved  reserves.  The  oil- 
producing  industry  cannot  possibly  maintain  anything  like  its  recent  volume  of 
replacement  operations  unless,  through  an  increase  in  prices  of  oil,  it  is  pro- 
vided with  the  funds  required  for  this  purpose  and  given  some  expectation  of 
deriving  a  reasonable  profit  from  these  operations,  commensurate  with  the 
risk  involved. 

Consideration  of  the  crude  oil  price  problem  must  be  preceded  by  a  basic 
decision,  i.  e.,  whether,  in  the  national  interest,  the  crude  oil  producing  industry 
should  be  subjected  to  further  liquidation  or  whether  prices  should  now  be  in- 
creased to  a  level  which  would  permit  it  to  operate  on  a  "going  concern"  basis 
without  further  impairment  of  productive  capacity  and  proved  reserves  available 
for  the  future. 

The  Office  of  Price  Administration  has  rejected  or  ignored  the  recommenda- 
tions for  higher  crude  oil  prices  made  by  the  Petroleum  Administration  for  War 
and  each  of  the  several  congressional  committees  which  have  studied  the  crude- 
oU  price  problem.  All  these  recommendations  were  based  primarily  upon  pre- 
venting impairment  of  productive  capacity  and  proved  reserves,  by  stimulating 
discoveries  through  the  establishment  of  more  adequate  prices  for  crude  oil. 
Continuance  of  the  downward  trend  in  discoveries,  with  further  reduction  of 
productive  capacity  and  proved  reserves,  must  inevitably  lead  to  a  scarcity 
value  for  crude  i>etroleum.  The  policy  followed  by  the  Office  of  Price  Admin- 
istration with  respect  to  crude  oil  prices  therefore  has  contributed  substantially 
toward  creating  a  scarcity  value  for  crude  oil  which  ultimately  must  be  borne 
by  the  consumers  of  oil  products. 

CRUDE  PETBOLEXTM    SXJPPLY  AND  DEMAND 

Published  figures  with  respect  to  supply  and  demand  are  available  through  the 
third  quarter  of  1945.  Estimates  of  supply  and  demand  through  1946  have  been 
made  by  the  Petroleum  Administration  for  War.  These  figures  with  resulting 
effect  on  stocks  of  oU  above  ground,  are  shown  below : 

Table  2. — Crude  petroleum,  demand  and  supply  data  1941-^6 

[Daily  averages] 


Demand 

crude  oil 

requirements 

(thousands 

of  barrels) 


Supply 


Crude  oil 
production 
(thousands 
of  barrels) 


Crude  oil 

imports 

(thousands 

of  barrels) 


Increase  or 

decrease 

in  stocks 

above  ground 

(thousands 

of  barrels) 


Actual: 

1941 

1942 — 

1943 

1944 

1945: 

First  quarter 

Second  quarter 

Third  quarter 

Preliminary:  1945:  Fourth  quarter 
Estimated:  1946- 

First  quarter 

Second  quarter 

Third  and  fourth  quarters 


4,033 
3,866 
4,146 
4,767 

4,895 
5,102 
4,937 
4,685 

4,266 
4,410 
4,400 


3,842 
3,799 
4,125 
4,584 

4,769 
4,842 
4,728 
4,428 

4,115 
4,220 
4,195 


139 
34 
38 

122 

157 
191 
225 
240 

170 
190 
200 


(52) 
(33) 
17 
(61) 

31 

(69) 
16 
(17) 

19 


(5) 


(   )  Indicates  decrease. 


Industry  estimates  of  requirements  for  all  i)etroleum  products  have  been 
presented  to  the  Senate  Committee  Investigating  Petroleum  Resources  as  follows : 

Barrels  daily 

1947  4,  395,000 

1948  4,  650,  000 

1949  4,  835,  000 

1950  4,  955,  000 

1951-55  5, 110,  000 

1956r-60  5,  455,  000 

1961-65  5, 735,  000 

722009 — 46 16 
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Mr.  Robert  E.  Wilson,  chairman  of  tlie  board  of  Standard  Oil  Co.  of  Indiana, 
speaking  for  the  industry  before  the  Senate  Committee  Investigating  Petroleum 
Resources,  said : 

"Petroleum  supply  is,  over  a  period  of  time,  highly  sensitive  to  price,  because 
price  has  a  strongly  stimulating  effect  on  exploration,  wildcat  drilling,  the  de- 
velopment of  remote  fields,  and  methods  of  secondary  recovery.  The  combined 
effect  of  these  and  related  factors  over  a  period  of  a  few  years  can  make  a  tre- 
mendous difference  in  the  amount  of  oil  which  the  country  can  produce." 

He  further  stated : 

"While  we  can  be  certain  that  rising  prices  could  achieve  a  balance  between 
domestic  production  and  domestic  demand  for  at  least  20  years  ahead,  we  can- 
not be  certain  just  what  price  might  be  necessary  to  achieve  this  balance." 
These  supply  and  demand  data  show  that  estimated  crude  oil  requirements  cur- 
rently and  through  1946  are  substantially  below  the  1944  and  1945  actual  war 
requirements. 

Supply  and  demand  are  now  in  substantial  balance  and  the  reduced  volume  of 
crude  production  required  in  1946  is  a  little  smaller  than  productive  capacity 
within  maximum  efficient  rates. 

A  resumption  in  the  normal  upward  trend  in  demand  for  petroleum  products 
is  expected.  The  larger  demand  expected  cannot  be  met  without  substantial 
increase  in  productive  capacity. 

Many  oil  producers  are  unable  to  carry  on  their  normal  exploratory  and  de- 
velopment operations  with  income  available  under  present  crude  oil  price  ceil- 
ings. These  price  ceilings  provide  no  incentive  for  the  risking  of  funds  in  re- 
placement operations. 

The  importance  of  maintaining  within  this  country,  adequate  reserves  of 
petroleum  and  other  natural  resources,  has  been  recognized  by  high  officials  of 
the  Army  and  Navy  as  a  necessity  to  the  security  of  this  Nation.  The  President 
of  the  United  States,  in  his  September  6  message  to  Congress,  said : 

"We  must  make  a  diligent  effort  to  discover  new  deposits  of  the  precious  in- 
dispensable minerals  upon  which  our  national  life  is  founded.  One  of  the 
costliest  lessons  of  our  unpreparedness  for  this  war  was  the  great  danger  in- 
volved in  depending  upon  foreign  sources  for  supplies  of  war  materials  neces- 
sary in  times  of  national  emergency.  The  United  States  should  never  again 
permit  itself  to  be  placed  in  a  position  where  its  defense  may  be  jeopardized 
by  the  fact  that  it  has  been  cut  off  from  the  source  of  strategic  raw  materials." 

This  committee  urges  the  Office  of  Price  Administration  to  consider  the  im- 
portance of  and  the  need  for  an  immediate  upward  adjustment  in  the  prevail- 
ing ceilings  on  crude  petroleum  to  permit  the  petroleum  industry  to  get  on  with 
the  job  of  making  a  "diligent  effort  to  discover  new  deposits"  to  replace  the 
"startling  depletion  of  our  natural  resources"  which  were  "torn  from  the  earth 
to  fight  a  war,  without  regard  to  our  future  supplies."  [Quotations  from  Presi- 
dent's message,  September  6,  1945.] 

During  the  war,  the  Office  of  Price  Administration  apparently  did  not  con- 
sider the  effect  of  its  price  policy  on  future  petroleum  supplies  but  it  must  now 
realize  that  its  present  actions  will  greatly  affect  the  ability  of  the  oil-producing 
industry  to  meet  urgently  needed  future  requirements  and  to  prevent  future 
drastic  increases  in  the  prices  of  petroleum  products. 

PECITLIAEmES   OF  THE  CRUDE  OH.  PBODTJCING   INDUSTBY 

The  maintenance  of  inadequate  crude  oil  price  ceilings  has  resulted  from  the 
failure  of  your  office  to  acknowledge  the  well-authenticated  facts  that  certain 
inherent  peculiarities  do  exist  in  the  oil-producing  industry  as  outlined  below : 

1.  Because  of  conditions  shown  in  table  1  and  explained  in  subsequent  com- 
ment the  major  activity  of  the  oil-producing  industry  has  always  and  neces- 
sarily been  directed  toward  the  replacement  of  oil  produced  through  the  dis- 
covery and  development  of  new  oil  fields.  Table  3  shows  that  the  bulk  of  the 
industry's  income  has  consistently  been  spent  in  efforts  to  discover  new  fields 
and  the  development  of  new  fields  discovered.  Therefore,  these  operations  are 
the  major,  normal  operations  of  the  oil-producing  industry.  A  fair  and  equitable 
price  for  crude  oil  must  be  one  that  will  permit  the  industry  to  carry  on  the 
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necessary  volume  of  its  major  normal  operations  with  some  expectation  of  de- 
riving a  reasonable  profit  therefrom.  The  proportion  of  gross  income  spent  for 
replacement  operations,  is  shown  below : 

Table  3. — Total  expenditures  for  replacement  operations  of  producers  included 

in  cost  survey 
[Based  on  exhibit  A] 


Expenditures  for  replacement  operations 
(thousands  of  dollars) 

Cost  of 

productive 

oil  wells 

completed 

(from  line 

D2c) 

Exploratory 

expenditures 

(from  line 

D3c) 

Total 

Amount 

Percentage 
of  gross 
income 

shown  on 
line  C5 

1936        

196,  730 
265,  720 
220, 032 
179,  281 

112,631 
138, 355 
132,  180 
113,  651 

309,  361 
404,  075 
352,  212 
292, 832 

64.9 

1937                   

66.9 

1938            

63.7 

1939 

56.0 

Average            .-    

215,441 
208, 030 
143,  685 
153,  358 
263, 765 

124,  204 
130,  699 
141,  266 
175,  406 
268, 380 

339,  645 
338,  729 
284,  951 
328,  764 
352, 145 

63.0 

1941        

52.4 

1942    

41.7 

1943               

41.1 

1944        - 

56.7 

The  expenditure  of  the  entire  1944  gross  income  for  replacement  operations 
alone  would  have  been  insufficient,  on  the  basis  of  1944  replacement  cost,  to  have 
replaced  the  volume  of  oil  produced  with  an  equal  volume  of  newly  discovered 
and  developed  reserves. 

2.  In  practically  all  other  industries  or  businesses,  the  use  of  established 
accounting  methods  will  disclose  periodical  figures  for  profit  or  loss  which  cor- 
respond very  closely  to  the  actual  economic  gain  or  loss  for  the  period.  The 
use  of  established  accounting  methods  in  the  oil-producing  industry  does  not  and 
cannot  be  expected  to  disclose  the  periodical  economic  gain  or  loss.  During  the 
past  few  years,  the  reported  bookkeeping  profit  resulted  from  liquidation  of  low 
cost  reserves  discovered  in  earlier  years  but  these  figures  do  not  reflect  the 
greatly  increased  cost  of  discovering  and  developing  new  fields.  The  recent  and 
current  very  high  replacement  costs  will  not  be  adequately  reflected  in  book- 
keeping figures  for  some  years. 

3.  There  are  three  important  and  entirely  separate  trends  resulting  from  dif- 
ferent conditions  or  developments,  which  are  tending  inevitably  toward  higher 
crude  oil  costs 

o.  Normal  long-term  trend  toward  increase  in  wages  and  material  prices  which 
was  aggravated  by  abnormal  conditions  caused  by  the  war.  Wages  and  material 
prices  (particularly  for  steel)  are  now  being  established  at  levels  substantially 
higher  than  those  which  prevailed  prior  to  the  war  or  even  during  the  war. 

6.  Normal  and  steady  increase  in  crude  oil  lifting  costs  over  the  life  of  all 
productive  properties  caused  mainly  by  natural  decline  in  output  and  the  neces- 
sity of  utilizing  artificial  lifting  forces  such  as  repressuring,  pumping,  etc. 

c.  Unavoidable  long-term  trend  toward  higher  costs  caused  by  (1)  increasing 
difficulty  in  finding  new  oil  fields ;  (2)  virtual  impossibility  of  finding  prolific  low 
cost  fields  like  those  discovered  in  earlier  years  ;  and  (3)  the  increasingly  greater 
depths  at  which  oil  is  found.  These  conditions  contribute  toward  increasing 
crude  oil  costs  of  all  kinds,  even  lifting  costs.  This  trend  is  of  the  utmost  im- 
portance to  the  oil-producing  industry  because  of  the  enormous  volume  of  re- 
placement operations  which  must  be  carried  on  continuously.  The  actual  opera- 
tion of  this  trend  during  the  years  covered  by  the  cost  study  is  shown  by  the 
results  of  drilling  operations  of  the  reporting  producers. 
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Table  4. — Wells  completed  ty  reporting  producers 

[Based  on  exhibit  A] 


Productive  wells 

Dry  holes 

Number 
(line  A2a) 

Average 

depth  in 

feet  (line 

A2b) 

Number 
(line  A3a) 

Average 

depth  in 

feet  (line 

A  3b) 

Percentage 
of  total 
comple- 
tions 

1936     .  

6,332 
8,454 
6,643 
6,150 
6,962 
3,884 
3,511 
4,795 

3,544 
3,739 
3,862 
3,819 
3,957 
4,128 
3,930 
4,302 

701 

925 

852 

783 

1,066 

1,115 

1,316 

1,771 

3,852 
4,075 
4,460 
4,604 
4,518 
4,524 
4,623 
4,783 

10.0 

1937 

1938 

1939 

10.0 
11.4 
11.3 

1941 

13.3 

1942 

1943 

22.3 
27.3 

1944 - 

27.0 

SUMMAEY  OF  OOMMITTEE'S  STUBT  OF  COST  SUEVEY  DATA 

Adequacy  of  cost  study — Appendix  A 

This  committee's  cost  study  (except  with  respect  to  bookkeeping  cost  and 
profit)  is  based  upon  data  reported  by  149  producers  of  crude  oil,  wliich  in  1944 
produced  52.1  percent  of  total  domestic  net  production.  The  data  reported  by 
tbese  producers  is  shown  in  exhibit  A.  The  data  considered  understate  crude-oil 
costs  and  overstate  bookkeeping  profits,  particularly  with  respect  to  1944,  for  the 
reasons  set  forth  below  : 

1.  The  output  of  producers  included  in  the  cost  study  was  37  percent  greater 
in  1944  than  in  1941,  whereas  the  output  of  producers  not  included  in  the  study 
increased  only  6  percent  during  the  same  period. 

2.  The  data  considered  are  heavily  weighted  by  the  integrated  companies 
whose  costs  were  smaller  and  profits  larger  than  those  of  either  the  large  or 
small  independent  producers  whose  returns  are  considered. 

3.  The  data  considered  do  not  reflect  the  results  of  the  thousands  of  small  pro- 
ducers not  considered  in  this  study.  As  the  average  production  and  average 
production  per  well  of  such  producers  were  much  smaller  than  the  averages  of 
those  considered,  their  costs  undoubtedly  were  much  larger  and  their  profits 
(if  any)  were  undoubtedly  smaller  than  those  of  the  producers  considered  in 
this  study. 

The  data  considered  in  this  report  unquestionably  show  lower  costs  (both  re- 
placement cost  and  bookkeeping  cost)  and  larger  profits  than  the  average  for 
the  industry  as  a  whole  but  nevertheless  reveal  certain  facts  and  trends  which 
show  the  present  price  of  crude  oil  to  be  inadequate.  The  Oflace  of  Price  Ad- 
ministration therefore  can  have  no  valid  objection  to  consideration  of  this  report. 

Changes  in  reserve  position  of  producers  included  in  cost  study — Appendix  B 

During  the  base  period  years,  1936-39,  the  reserves  discovered  and  developed 
by  producers  included  in  the  cost  study,  were  both  greatly  in  excess  of  their 
production,  whereas  during  1943  and  1944  there  were  substantial  deficiencies. 

Bookkeeping  costs  and  profits — Appendix  C 

This  committee's  study  of  bookkeeping  costs  and  profits  is  based  upon  con- 
sideration of  complete  bookkeeping  figures  submitted  by  210  producers  whose 
1944  net  production  comprised  53.2  percent  of  total  domestic  net  production. 

Part  of  the  costs  charged  off  during  the  base  i)eriod  applied  to  the  excesses 
of  reserves  discovered  and  developed  over  the  volume  of  oil  produced.  Conse- 
quently, base  period  costs  were  overstated  and  profits  understated.  Conversely, 
in  1943  and  1944  costs  are  understated  and  profits  overstated  as,  because  of  de- 
ficiencies in  those  years,  it  was  necessary  to  draw  on  the  excess  of  reserves  dis- 
covered and  developed  in  earlier  years  in  order  to  meet  production  requirements. 

Bookkeeping  costs  are  understated  and  profits  overstated  for  1943  and  1944 
for  the  following  additional  reasons : 

1.  Absence  of  provision  to  cover  under-maintenance  of  properties  which  accrued 
during  the  i>ast  few  years. 

2.  Loss  of  reserves  otherwise  recoverable  caused  by  recent  production  in  excess 
of  maximum  efficient  rates. 
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3.  InsuflScient  charges  for  amortization  of  capitalized  cost  of  properties,  during 
recent  period  of  abnormal  production,  which  reduced  realizable  A^alue  to  a  greater 
extent  than  in  proportion  to  production  of  oil. 

It  is  difficult  to  determine  the  amounts  by  which  the  bookkeeping  figures  should 
be  adjusted  to  correct  the  several  inaccuracies  mentioned  but  these  amounts  un- 
doubtedly would  be  very  large,  especially  for  1944. 

If  an  allowance  were  made  to  reflect  the  unfavorable  experience  of  non- 
reporting  small  producers  particularly  in  1944  and  to  correct  the  inaccuracies 
explained  above,  the  bookkeeping  figures  alone  would  undoubtedly  show  a  sub- 
stantial increase  in  crude-oil  ceiling  prices  to  be  fully  justified. 

Crude-oil  replacement  cost — Appendix  D 

Crude-oil  replacement  cost  per  barrel  has  been  determined  by  dividing  all  cash 
expenditures  or  costs  incurred  into  three  parts  corresponding  to  the  three  dis- 
tinct activities  of  the  industry:  (1)  Operation  of  productive  wells,  (2)  drilling 
of  productive  wells,  and  (3)  exploring  for  oil.  The  costs  of  each  of  these  activi- 
ties are  related  to  the  volume  of  oil  pertaining  to  each.  Crude  oil  cost  per  barrel 
on  a  replacement  basis,  determined  in  this  manner,  is  shown  below: 

Table  5. — Analysis  of  total  cost  per  darrel  on  replacement  iasis,  gross  income  per 
'barrel,  and  margin  of  gross  income  over  replacement  cost 


[Base  on  exhibit  A] 

Operating 

cost  (line 

Dlcdivide 

by  net  pro 

duct  ion 
shown  on 

line  Bl) 

d 

Develop- 
ment cost 
(line  D2c 
divided  by 

reserves 
developed 
shown  on 
line  A2c) 

Finding 

cost  (line 

D3c  divided 

by  new 

reserves 

discovered 

from 

table  9) 

Total  re- 
placement 
cost 

Total  gross 
income 
(line  C5 

divided  by 
net  pro- 
duction 

shown  on 
lineBl 

Margin  of 
gross  in- 
come over 
replace- 
ment cost 

1936 

$0.  262 
.274 
.311 
.295 

$0.  212 
.213 
.201 
.191 

$0. 180 
.145 
.163 
.360 

$0. 654 
.632 
.675 
.846 

$1. 129 
1.219 
1.184 
1.072 

$0. 475 

1937 

.587 

1938                               

.609 

1939 

.226 

Average  (unweighted) . . 
1941_... 

.286 
.292 
.314 
.307 
.308 

.204 
.199 
•.218 
.296 
.383 

.212 
.262 
.415 
.434 
.907 

.702 
.753 
.947 
1.037 
1.598 

1.151 
1.171 
1.214 
1.229 
1.244 

.449 
.418 

1942 ---     - 

.267 

1943 

.192 

1944      

« .354 

1  Indicates  deficit. 


The  foregoing  table  understates  replacement  cost  for  the  industry  as  a 
whole  because  the  data  considered  in  this  study  are  mainly  those  of  the  largest 
producers  whose  costs  are  smaller  than  the  average  for  the  industry  and  who 
had  the  bulk  of  the  increase  in  production  from  1941  to  1944. 

The  replacement  cost  data  were  developed  through  the  consistent  applica- 
tion of  the  same  statistical  method  to  the  figures  for  each  of  the  8  years  con- 
sidered. It  is  maintained  that  the  sharp  upward  trend  in  replacement  cost 
cannot  validly  be  questioned  and  that  a  very  considerable  excess  of  1944  replace- 
ment cost  over  the  price  of  oil  likewise  has  been  established  conclusively. 

Replacement  cost  versus  bookkeeping  cost — Appendix  E 

Simple  examples  contained  in  appendix  E  show  that  bookkeeping  cost  per 
barrel  is  utterly  unrealistic  when  considered  in  relation  to  the  changes  in 
operating  conditions  that  have  actually  occurred.  Bookkeeping  profits  must  be 
at  least  equally  unrealistic.  On  the  other  hand,  the  replacement  cost  figures 
were  determined  in  a  manner  specifically  intended  to  reflect  actual  changes  in 
conditions. 

Appendix  C  shows  that  the  reported  bookkeeping  figures  (1)  fail  to  reflect  the 
unfavorable  experience  of  the  thousands  of  small  producers  not  included  in  the 
cost  survey  (2)  understate  cost  and  overstate  profit  for  1944  in  particular  and 
(3)  do  not  include  adequate  charges  to  cover  deferred  maintenance  and  amor- 
tization of  capitalized  cost  of  productive  properties.  Bookkeeping  figures  that 
are  defective  in  these  respects  and  which  also  fail  to  reflect  actual  changes  in 
operating  conditions,  cannot  properly  be  used  as  the  basis  for  determining  crude 
oU  prices  that  are  generally  fair  and  equitable. 
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Consideration  of  current  replacement  cost  in  the  determination  of  current 
crude-oil  prices  tjiat  are  "generally  fair  and  equitable,"  is  not  only  justified  but 
actually  required  by  (1)  the  impossibility  of  using  bookkeeping  figures  for  this 
purpose,  (2)  the  inherent  peculiarities  and  complexities  of  the  industry  and 
(3)  the  increasingly  adverse  fundamental  position  of  the  industry  caused  by  the 
downward  trend  in  new  discoveries.  Regardless  of  all  other  factors  affecting 
crude  oil  prices,  a  proper  relationship  between  current  replacement  cost  and 
current  prices  must  be  established  in  order  to  prevent  further  reduction  in 
productive  capacity  and  proved  reserves  available  for  the  future. 

Appendix  E  shows  that  there  is  no  valid  reason  for  the  unwillingness  of  youi 
OflSice  to  give  consideration  to  current  replacement  cost  in  the  determination  of 
current  crude-oil  prices.  On  the  contrary,  the  refusal  of  your  OflSce  to  consider 
crude  oil  replacement  cost  data  is  in  conflict  with  the  intent  and  spirit  of  the 
Emergency  Price  Control  Act. 

CEUDE  OIL  PRICE  INDICATED  BY  REPLACEMENT  COST  DATA 

This  committee  does  not  suggest  that  crude-oil  prices  should  be  increased 
immediately  to  the  level  indicated  by  the  replacement  cost  data,  as  other 
relevant  factors  must  also  be  considered.  Nevertheless,  it  is  pertinent  to  con- 
sider the  crude-oil  price  level  indicated  by  the  replacement  cost  data  alone. 

The  following  table  shows  the  relationship  between  price  of  oil  and  replace- 
ment cost  during  the  base  period  and  during  the  four  later  years  considered : 

Table  6. — Crude  oil  price  per  barrel  needed  to  maintain  normal  (base  period) 
margin  above  replacement  cost 

[Based  on  exhibit  A] 


Average 
1936-39 
(un- 
weighted) 

1941 

1942 

1943 

1944 

$1. 097 

$1. 125 

$1,168 

$1, 180 

$1. 184 

2  Subsidy  (last  5  months  of  1944  only) 

.019 

.054 

.046 

.046 

.049 

.041 

.     1. 151 
.286 

1.171 
.292 

1.214 
.314 

1.229 
.307 

1.244 

.308 

6.  Margin  over  operating  cost:  Deduct 

7.  Finding  cost                   

.865 
.212 
.204 

.879 
.262 
.199 

.900 
.415 
.218 

.922 
.434 
.296 

.936 
.907 

.383 

9.            Total  ventured  in  replacement  operations.. 

.416 

.461 

.633 

.730 

1.290 

10  Margin  after  total  replacement  cost           

.449 

.418 

.267 

.192 

J.354 

11.  Addition  to  average  curde  oil  price  needed  to 

.031 

.182 

.257 

.803 

12.  Indicated  crude  oil  price  (totals  of  lines  1  and  11). 

1.166 

1.350 

1.437 

1.987 

1  Deficiency 

This  table  shows  that  during  the  1936-39  base  period,  crude-oil  prices  exceeded 
replacement  cost  by  44.9  cents  per  barrel.  The  maintenance  of  this  margin  in 
1944  would  have  required  an  average  price  for  crude  oil  of  $1,987  per  barrel. 

The  following  table  shows  the  gross  income  that  would  have  been  needed  to 
maintain  the  base  period  margin  of  cash  income  over  necessary  expenditures 
and  to  have  prevented  the  deficiencies  that  occurred  during  1943  and  1944  in 
both  reserves  discovered  and  reserves  developed. 
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Table  7. — Crude  oil  price  needed  to  maintain  proved  and  developed  reserves  and 
to  maintain  normal  {base  period)  m,argin  per  barrel 


[Experience  of  producers  included  in  cost  study  based  or 

exhibit  A 

.    Thousands  of  dollars] 

Average 
1936-39 

1941 

1942 

1943 

1944 

1.  Gross  income - -.- 

$339, 334 

$645, 902 

$682,652 

$799, 076 

$938, 138 

Less  expenditure: 
2.         Operating       .  . .      .                   

133,915 
215, 441 
124, 204 

161,189 
208, 030 
130, 699 

176, 813 
143, 685 
141,  266 

199, 437 
153, 358 
175, 406 

232  651 

3.         Development 

263, 765 

4.         Exploratory 

268, 380 

5.            Total  expenditure 

473, 560 

499, 918 

461,  764 

528,  201 

764, 796 

6.            Balance  ' --- -- -.. 

65, 774 

145, 984 

220, 888 

270,-875 

173, 342 

7.  Excess  reserves  (from  table  10) 

a.  Discovered . . 

207, 713 
585, 540 

24, 143 
120,  218 

2  52,456 
493, 572 

2 13,  743 

98, 221 

2  221,831 
97,124 

2  92,060 
21, 173 

2  246, 209 
2 132, 760 

2 106, 855 
2  39, 297 

2  457,868 
3  66, 313 

2  415,  286 
2  25, 398 

b.  Developed 

8.  Excess  reserves  valued  at  replacement  cost  shown 
in  table  5: 

a.  Discovered  (at  finding  cost  for  year) 

b.  Developed  (at  development  cost  for  year). 

c.            Total 

144, 361 
210, 135 

84,478 
230,463 

2  70, 887 
150, 001 

2  146, 152 
124,723 

2  440,684 
*  267, 342 

9.  Adjusted  balance  (line  6  plus  line  8-c) 

10.            Net  production^  

468, 343 
.449 

551, 500 
.418 

562,  243 
.267 

650,385 
.192 

754  289 

11.  Adjusted  balance  per  barrel    .  . 

2   354 

12.  Addition  in  value  needed  to  replace  reserves  pro- 
duced and  maintain  base  margin 

.031 
1.125 

.182 
1.168 

.257 
1.180 

.803 

13.  Crude  oil  price  per  barrel 

1.184 

14  Indicated  price  per  barrel-- ..- 

1.156 

1.350 

1.437 

1.987 

'  Balance  before  Federal  and  State  income  and  excess  profits  taxes,  interest,  etc. 
'  Denoted  deficiency. 

This  table  also  indicates  that  a  price  of  $1,987  per  barrel  would  have  been 
required  in  l&i4.  However,  this  table  contemplates  merely  preventing  reduction 
in  reserves  proven  and  reserves  developed  whereas,  as  previously  mentioned, 
new  discoveries  must  be  substantially  greater  than  the  volume  of  oil  produced 
in  order  to  prevent  further  impairment  of  productive  capacity. 


CHANGES  IN   CONDITIONS   SINCE    1944 

The  changes  in  conditions  in  recent  months  and  further  changes  in  prospect 
for  1946  result  primarily  from  termination  of  the  war. 

The  principal  effect  of  termination  of  the  war  is  the  substantial  curtailment 
of  crude  oil  output  that  has  already  occurred  and  the  further  reduction  that  is 
in  prospect  within  the  next  year.  The  increased  gross  income  from  recent 
abnormal  production  was  insufficient  to  provide  funds  required  for  exploratory 
operations  on  a  scale  large  enough  to  replace  oil  produced  with  an  equal  volume 
of  newly  discovered  reserves  and  newly  developed  reserves. 

The  decrease  in  income  caused  by  curtailed  output  cannot  possibly  be  offset  by 
a  proportionate  reduction  in  crude  oil  cost  and  expenses  and  further  impairs 
the  ability  of  the  industry  to  carry  on  necessary  exploratory  and  development 
operations.  This  decrease  in  volume  will  also  cause  an  unavoidable  increase  in 
cost  per  barrel  and  reduction  of  profit. 

The  industry  must  also  cope  with  cost  increases  caused  by — 

1.  Normal  increase  in  per  barrel  cost  of  operating  productive  wells  resulting 
primarily  from  natural  decline  but  now  aggravated  by  recent  abnormal  produc- 
tion, which  "skimmed  the  cream"  from  the  value  realizable  from  proved  reserves. 

2.  Normal  increase  in  costs  of  all  kinds  attributable  to  conditions  causing 
long-term  trend  toward  higher  crude  oil  costs. 
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3.  Increases  in  costs  affecting  all  industries,  with  material  prices  and  basic 
hourly  wages  now  being  permanently  established  at  substantially  higher  levels 
than  obtained  prior  to  the  war  or  even  during  the  war. 

The  favorable  factors  which  will  tend  toward  cost  reduction  are — 

1.  Greater  efficiency  and  effectiveness  of  producing  organizations  resulting 
from  return  of  employees  (especially  scientific  and  technical  personnel)  from 
military  service. 

2.  Availability  of  materials  and  supplies  of  prewar  quality  or  better. 
While  these  favorable  factors  are  extremely  important,  they  are  imponderables 

which  are  not  now  susceptible  of  statistical  evaluation. 

It  now  seems  certain  that  bookkeeping  costs  were  larger  and  bookkeeping 
profits  smaller  in  1945  than  in  1944,  and  that  further  adverse  changes  are  in  pros- 
pect for  1946.  It  now  seems  certain  also  that  replacement  costs  were  higher  in 
1945  than  in  1944.  There  have  been  no  developments  to  date  that  would  in- 
dicate the  possibilities  of  decline  in  replacement  cost  in  1946. 

EECOMMENDATION  FOE  HIGHEE  CRUDE  OIL  PEICES 

It  is  the  considered  opinion  of  this  committee  that  further  reduction  in  pro- 
ductive capacity  and  proved  reserves  can  be  prevented  only  through  establish- 
ing within  the  relatively  near  future,  a  proper  relationship  between  crude  oil 
prices  and  replacement  cost,  which  will  furnish  the  industry  with  the  funds  re- 
quired for  replacement  operations  and  with  some  expectation  of  deriving  a  rea- 
sonable profit  from  funds  ventured  for  this  purpose. 

The  replacement  cost  data  indicate  a  price  for  crude  oil  that  is  greatly  in 
excess  of  present  prices.  Because  of  this  and  the  virtual  certainty  that  crude 
oil  costs  increased  further  in  1945,  and,  with  reduced  output,  will  undoubtedly  in- 
crease still  more  in  1946,  there  is  no  present  necessity  for  attempting  to  project 
the  crude-oil  cost  data  into  1945  and  1946. 

The  replacement  cost  data  for  1944  as  interpreted  in  tables  6  and  7  indicate 
that  crude-oil  prices  should  be  increased  to  an  average  of  $1,987  per  barrel. 
However,  the  experience  of  the  industry  shows  that  several  moderate  increases 
are  preferable  to  one  large  increase  particularly  in  promoting  stability.  There- 
fore it  is  recommended  that  average  crude  oil  ceiling  prices  be  increased  imme- 
diately by  35  cents  per  barrel  and  that  the  situation  be  reviewed  with  the  aid 
and  advice  of  this  committee  within  a  reasonable  period  thereafter  to  deter- 
mine what  is  then  necessary. 

This  committee  believes  that  an  immediate  price  increase  as  recommended 
will  tend  to  reduce  crude  oil  costs  through  stimulating  exploratory  activity  and 
discoveries.  If  this  proves  to  be  correct,  the  resulting  decrease  in  cost  com- 
bined with  the  effect  of  other  factors  tending  to  reduce  cost,  may  obviate  the 
necessity  for  further  price  increase,  but  this  of  course,  would  have  to  be  deter- 
mined from  time  to  time  as  the  situation  develops. 

Respectfully  submitted. 

National  Crude  Oil  Industry  Advisory  Committee:  George  S.  Bays; 

Merle  Becker ;  D.  Harold  Byrd ;  J.  P.  Coleman ;  Wilson  B.  Emory ; 

Richard  Fenton ;   B.  A.   Hardey ;   Edwin   W.   Hayes ;   James  W. 

Johnson  ;  J.  P.  Jones ;  Raymond  B.  Kelly ;  Dana  H.  Kelsey ;  H.  M. 

McClure ;  W.  H.  Morgan ;  Gilbert  J.  Mueller ;  John  G.  Pew ;  E.  P. 

Potter ;  E.  B.  Reeser ;  Carl  E.  Reistle,  Jr. ;  Charles  F.  Roeser ; 

Albert  C.  Rubel;  J.  D.  Sandefer,  Jr.;  N.  W.  Shiarella;  Howard 

J.  Whitehill ;  James  V.  Brown,  secretary ;  and  Russell  B.  Brown, 

counsel. 
Subcommittee  on  Cost  of  Finding,  Developing  and  Producing  Crude 

Petroleum :  Merle  Becker ;  J.  P.  Coleman ;  W.  B.  Emory ;  E.  P. 

Potter;  Carl  E.  Reistle,  Jr.;  Charles  F.  Roeser;  A.  C.  Rubel; 

James  V.  Brown,  secretary ;  and  Russell  B.  Brown,  counsel. 
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Appendix  A.    Adequacy  op  Cost  Subvey  and  Co\'eeage  of  Industry 

The  producers  which  returned  crude  production  cost  reports  were  classified 
by  the  Office  of  Price  Administration  as  follows : 


Segments 

Class 

Major 

Independent 

Total 

Large 

Small 

1 

30 
1 
0 
0 
2 
0 
0 
0 

19 
2 
1 
2 

5 
0 
1 
0 

62 
35 
37 
21 

18 
10 
23 
12 

111 

2 

38 

3 

38 

4 

23 

5_. 

25 

6 

10 

7 

24 

8 

12 

Total 

33 

30 

218 

281 

The  classes  are  identified  as  follows ; 


Period : 


1936--39 
1941-44 . 


Code 
1 


Explanation  of  class  code 

Fully  matched  data,  requested  by  both  OPA  and  the  Industry  Advisory 
Committee  (sees.  A,  B,  C,  D,  E,  F,  H,  complete)  : 

Full  period  1936-i4 1 

Partial  period  operation 2 

Matched  data  requested  by  OPA  only  (sees.  B,  C,  E,  F,  H,  only  complete)  : 

Full  period  1936-^4 8 

Partial  period  operation 4 

Matched  data  requested  by  Industry  Advisory  Committee  only 
(sees.  A,  B,  D  only  complete)  : 

Full  period  1936-44 5 

Partial  period  operation 6 

Unmatched  data   (cannot  be  related  with  any  other  data  without  specific 
matching)  : 

Full  period  1986-44 7 

Partial  period  operation 8 

Explanation  of  segment  code 

Integrated  company 1 

Large  independent  (net  production  in  1944  over  1,000,000  barrels) 1 

Small  independent  (net  production  in  1944  under  1,000,000  barrels) 4 

Note. — Originally  code  3  was  assigned  to  ordnffnce  companies  but'  for  simplification  of 
tabulations  the  few  companies  have  been  reclassified  to  code  4. 

This  committee  was  created  and  a  study  of  the  cost  of  finding,  developing, 
and  producing  crude  petroleum  on  a  national  basis  was  initiated,  at  the  sug- 
gestion of  the  House  Small  Business  Committee  and  representatives  of  the  in- 
dustry. 

The  Small  Business  Committee  suggested  that:  "Due  to  the  great  number  of 
firms  engaged  in  crude-oil  production,  the  study  should  not  attempt  to  include 
reports  from  all  firms  in  the  industry." 

It  has  been  estimated  by  governmental  agencies  that  there  are  18,000  to  20,000 
oil  producers.  The  House  Committee  suggested  a  procedure  that  would  limit 
the  study  to  a  small  number  of  these  producers. 
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The  OflBce  of  Price  Administration  received  reports  from  281  producers  repre- 
senting 56  percent  of  the  total  1944  production.  The  final  sample  list  included 
approximately  700  large,  medium,  and  small  producers  from  various  areas  in 
the  United  States  considered  representative  of  all  the  producing  areas.  The 
selection  of  these  producers  was  made  by  the  Office  of  Price  Administration, 
This  committee  cooperated  by  assisting  the  Office  of  Price  Administration  in 
determining,  where  known,  whether  or  not  the  selected  producers  were  repre- 
sentative and  in  urging  those  selected  to  furnish  the  requested  cost  data.  Many 
producers  were  unable  to  furnish  data  suitable  for  accounting  analysis  due  to 
lack  of  adequate  personnel  or  records. 

The  composition  of  the  original  sample  list,  the  revised  list,  and  the  number  of 
responses  are  shown  below : 


Original 
list 


Surveyed 
list  as  used 

after  dele- 
tion, dupli- 
cations, etc. 


Major  and  integrated  companies  ' 

Large  independents 

Medium  and  small  independents- 
Total 


82 
61 

557 


33 
30 
218 


700 


'  Each  subsidiary  considered  as  a  separate  producer. 


Obviously,  a  100-percent  response  from  all  of  those  whose  received  question- 
naires would  still  be  less  than  4  percent  of  the  total  number  of  oil  producers  in  the 
United  States.  Judged  by  experience  in  other  cost  surveys,  no  high  percentage 
could  reasonably  be  expected  to  respond  from  any  given  number  of  producers 
selected.  Responses  were  received  from  40  percent  of  the  producers  which  re- 
ceived questionnaires.  The  percentage  of  return  was  large  and  this  committee 
considers  the  response  very  satisfactory  and  indicative  of  considerable  interest 
in  the  survey. 

It  is  the  considered  judgment  of  this  committee  after  careful  consideration  of : 
(1)  the  suggestions  of  the  House  Small  Business  Committee  as  to  the  number  of 
oil  producers  to  be  surveyed;  (2)  the  originally  suggested  90-day  limit  within 
which  to  complete  the  survey;  (3)  the  fact  that  the  original  plan  contemplated 
sending  out  questionnaires  to  only  from  300  to  500  oil  producers;  (4)  that  the 
questionnaire  was  extremely  complex,  covering  a  period  of  8  years'  operations; 
(5)  that  many  firms  were  handicapped  by  the  absence  of  personnel  serving  in  the 
armed  forces;  (6)  that  the  period  allowed,  April  11,  1945,  to  June  30,  1945,  only 
80  days,  is  a  short  period  within  which  to  prepare  a  complex  report  covering 
8  years'  operations ;  (7)  that  a  large  number  of  those  to  whom  questionnaires 
were  sent  were  very  small  oil  producers,  many  of  whom  informed  the  committee 
that  they  were  unable  to  complete  the  forms;  (8)  that  small  oil  producers  gen- 
erally are  unable,  because  of  inadequate  records,  to  furnish  cost  data  suitable 
for  accounting  analysis;  that  the  cost  and  statistical  data  obtained  from  oil 
producers  which  your  Office  furnished  this  committee  on  November  28,  1945,  by 
aggregate  totals,  identified  as  classes  1  to  8,  inclusive,  further  segregated  by 
segments  1,  2,  and  4,  contain  sufficient  data,  when  given  competent  analysis  and 
interpretation,  to  reflect  the  trend  in,  and  the  average  costs  of  finding,  developing, 
and  producing  crude  i)etroleum. 

Data  used  in  study  'by  committee 

The  committee's  study  of  the  data  has  been  concentrated  primarily  on  the  tabu- 
lations of  those  returns  in  classes  1  and  2.  Tests  of  figures  reported  for  classes 
1  to  6,  inclusive,  show  that  inclusion  of  other  usable  returns  in  the  data  considered 
would  not  materially  affect  the  results. 
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The  totals  of  returns  in  classes  1  and  2  are  summarized  on  exhibit  A  attached 
hereto.    The  status  of  these  producers  as  to  1944  production  is  shown  below : 


Integrated 

companies 

(regardless 

of  size) 


Reporting  producers 


Large  in- 
dependent 
producers 
(with  1944 
net  produc- 
tion over 
1,000,000 
barrels 


Small  in- 
dependent 
producers 
(with  1944 
net  produc- 
tion less 

than 
1,000,000 
barrels) 


Total 


Number  of  producers 

1944  net  production  volume  (thousands  of  barrels) 

Percentage  of  total  domestic 

Percentage  of  total  for  segment ' 


31 

660. 772 

45.7 

76.1 


21 

74,  2.'i7 

5.1 

25.7 


97 

19,260 

1.3 

6.7 


149 

754, 289 

52.1 

52.1 


'  Based  upon  division  of  total  production  among  segments  as  suggested  by  OPA  as  follows:  Integrated 
companies,  60  percent;  large  independent  producers,  20  percent;  small  independent  producers,  20  percent. 

These  percentages  are  arbitrary.  The  committee  believes  that  the  true  per- 
centages would  reflect  a  lower  percentage  for  small  independent  producers  indi- 
cating a  greater  coverage  of  this  segment  by  the  survey. 

The  coverage  of  the  entire  industry  represented  by  returns  in  classes  1  and  2 
is  shown  in  the  following  table : 

Table  8. — Coverage  of  industry,  classes  1  and  2  comMned 


Average  number  of  wells  producing 

Percentage  of  total  for  entire  domestic  industry 

Number  of  productive  wells  completed  during  period 

Percentage  of  total  for  entire  domestic  industry 

Number  of  dry  holes  completed  during  period 

Percentage  of  total  for  entire  domestic  industry 

Net  company  working  interest  domestic  crude  oil 

produced  (thousands  of  barrels) 

Total  domestic  crude  oil  produced  by  reporting  com- 
panies.  

Percentage  of  total  for  entire  domestic  industry 


1936-39 

1941 

1942 

1943 

96,  237 

105. 646 

109, 935 

111,  638 

26.3 

26.5 

27.2 

27.4 

27,  579 

6,962 

3,884 

3,511 

36.0 

35.8 

36.9 

36.1 

3,261 

L066 

1.115 

1,316 

13.5 

15.7 

20.1 

20.9 

L  873, 370 

551,  500 

562.  243 

650,  385 

2,196,231 

642, 544 

654,827 

757, 474 

45.2 

45.8 

47.2 

50.3 

114, 461 

27.9 

4,795 

36.8 

L771 

25.3 

754, 289 

874, 902 
52.1 


The  coverage  of  the  entire  industry  and  each  of  the  three  segments,  is  as  large 
as  originally  agreed  upon  with  Mr.  W.  Page  Keeton  (former  price  executive, 
Fuel  Division  of  the  Office  of  Price  Administration)  prior  to  the  commencement 
of  the  cost  survey. 

The  data  considered  are  heavily  weighted  by  the  reports  of  integrated  com- 
panies, whose  costs  were  smaller  and  profits  larger  than  those  of  either  group 
of  independent  producers,  as  shown  below  for  1944 : 


Inte- 
grated 

com- 
panies 

Large 
inde- 
pen- 
dents 

Small 
inde- 
pen- 
dents 

Total 

Bookkeeping  cost  per  barrel  (unadjusted) .. 

$0.  866 
15.7 

19.6 

$1. 121 

7.7 

14.4 

$1,224 
3.3 

-1.2 

$0,900 

Bookkeeping  profit  as  percentage  of  net  fixed  assets  and  inventories 

Gross  income  minus  expenditiu^es  for  operation,  development  and  ex- 
ploration, shown  as  a  percentage  of  gross  income. 

14.5 
18  5 
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The  net  production  as  reported  by  producers  in  classes  1  and  2  is  compared 
below  with  total  domestic  net  production : 


[Thousands  of  barrels] 


Total  do- 
mestic net 
production 

Keported  in  production 

Producers 
in  opera- 
tion entire 
period 
(class  1) 

Producers 
in  opera- 
tion less 

than  entire 
period 
(class  2) 

AU  other 
production 

1936. 

940, 232 
1, 089,  704 
1,032,542 
1,082,264 
1, 204, 626 
1,191,655 
1, 293, 562 
1,447,247 

422, 556 
490,649 
452, 698 
473, 551 
533,  704 
540,  737 
632, 051 
736, 700 

517, 676 

1937—. 

4,922 
14, 365 
14,629 
17, 797 
21,506 
18,334 
17,589 

594, 133 

1938 .      . 

565, 479 

1939 

594,084 

1941 

653, 125 

1942 

629, 412 

1943. 

643, 177 

1944 

692, 958 

Increase  1941-44  (percent) 

20.14 

38.03 

-1.17 

6.10 

The  increase  in  unadjusted  bookkeeping  profit  of  these  producers  resulted 
directly  from  the  very  large  increase  in  their  production  which  compares  with 
a  relatively  negligible  increase  in  output  of  all  other  producers. 

The  relationship  of  the  producers  considered  and  those  not  included  in  the 
study  to  the  entire  industry,  is  shown  below : 


Producers 
considered 


Other  pro- 
ducers 


Entire  in- 
dustry 


Number  of  producers 

Productive  wells  operated  (1944).. 

1944  net  production: 

Volume  (thousands  of  barrels) . 
Average  per  producer  (barrels) 
Average  per  well  (barrels) 


149 
114, 461 

754, 289 

5, 062, 000 

6,590 


17, 851 
296, 373 

692, 958 

39, 000 

2,338 


18,000 
410, 834 

1, 447, 247 

80,000 

3,523 


Consideration  of  the  several  preceding  tabulations  shows  conclusively  that 
the  data  considered  herein  show  lower  costs  and  larger  profits  than  the  average 
for  the  industry  as  a  whole.  Nevertheless  the  data  considered  reveal  certain 
facts  and  trends  which  show  the  present  price  of  crude  oil  to  be  inadequate. 

Appendix  B.  Changes  in  Cbxjde  Oil  Reserve  Position  of  Pboducebs 
Included  in  Cost  Study 

It  is  assumed  herein  that  the  reporting  producers  owned  that  part  of  new 
reserves  discovered  each  year  which  was  in  relation  to  their  share  of  total 
domestic  net  production  for  the  same  year.  This  assumption  is  believed  to  be 
entirely  reasonable  and  conservative  as  it  is  known  that  relatively,  they  drilled 
a  considerably  smaller  number  of  exploratory  wells  than  the  producers  not 
included  in  the  study.  The  portion  of  new  discoveries  of  the  producers  considered 
has  been  computed  as  shown  below : 
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Table  9. — New  discoveries  of  the  producers  included  in  cost  study 

[Thousands  of  barrels] 


Total  new  dis- 
coveries esti- 
mated by 
PAW  (from 
table  1) 

Less  average 

royalty  of 

14.323  percent 

disclosed  by 

cost  survey 

data 

Net  new  dis- 
coveries of  the 
entire  industry 

Net  production 

of  producers 

included  in 

study  as  a 

percentage  of 

total  domestic 

net  production 

Discoveries 

of  producers 

included 

in  study 

1936       - 

1,627,000 

2,  454, 000 

2,115,000 

818,000 

233,035 
351,486 
302, 931 
117, 162 

1,393,965 

2, 102,  514 

1, 812, 069 

700, 838 

44.8 
45.2 
44.9 
45.0 

624, 496 

1937            

950, 336 
813  619 

1938       

1939 -- 

315, 377 

1,  753,  500 

1,269,000 

840, 000 

936,000 

659, 000 

251, 154 
181,  759 
120,  313 
134, 063 
94, 389 

1,  502, 346 

1, 087, 241 

719, 687 

801,  937 

564, 611 

45.0 
45.9 
47.3 
50.4 
52.5 

676, 056 

1941       

499, 044 
340,  412 

1942       

1943            .      . 

404  176 

1944  

296,  421 

The  relationship  between  production  and  the  new  reserves  discovered  and 
developed  by  producers  considered  is  extremely  significant. 

Table  10. — Excess  of  reserves  discovered  and  developed  over  volume  of  oil 

produced 

[Thousands  of  barrels] 


Net  production 

(from  line  Bl  of 

exhibit  A) 

Reserves  dis- 
covered (from 
table  9) 

Reserves  devel- 
oped (line  A2c 
of  exhibit  A) 

Excess  of  dis- 
coveries over 
production 

Excess  of  re- 
serves devel- 
oped over 
production 

1936 

422, 556 
495,  571 
467, 063 
488, 180 

624, 496 
950,  336 
813, 619 
315,  377 

928, 537 
1,  250, 389 
1,095,911 

940,  695 

201, 940 
454,  765 
346, 556 
(172, 803) 

505, 981 
754, 818 
628, 848 
452,  515 

1937  

1938 

1939     

Average 

1941 

1942       

468, 343 
551,  500 
562,  243 
650, 385 
754,  289 

676, 056 
499, 044 
340, 412 
404, 176 
296, 421 

1, 053, 883 

1,045,072 

659, 367 

517, 625 

687, 976 

207, 713 
(52,  456) 
(221, 831) 
(246,  209) 
(457,868) 

585, 540 

493,  572 

97  124 

1943 

(132|  760) 
(66, 313) 

1944 

(    )  Denotes  deficiency. 

During  earlier  years  the  reserves  discovered  and  developed  were  both  greatly 
in  excess  of  production  whereas  during  1943  and  1944  there  were  substantial 
deficiencies. 

Appendix  C.  Bookkekping  Costs  and  Peofits 

The  totals  of  costs  charged  off  as  reported  in  line  7,  section  B,  of  the  returns, 
cannot  properly  be  designated  as  "historic  cost"  and  are  referred  to  herein  as 
"bookkeeping  cost"  in  the  absence  of  any  more  descriptive  term.  The  term  "book- 
keeping cost  per  barrel"  represents  total  costs  charged  off  divided  by  total  net 
production.  The  term'  "bookkeeping  profit"  is  used  in  referring  to  the  difference 
between  gross  income  reported  in  line  5,  section  C,  and  total  costs  reported  in 
line  7,  section  E,  of  the  returns.     ( See  exhibit  A. ) 
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This  committee  has  thoroughly  studied  the  bookkeeping  costs  reported  and 
the  indicated  bookkeeping  profits,  with  a  view  to  determining  the  degree  of 
significance  possessed  by  these  figures.  An  analysis  of  the  tabulations  for  all 
returns  which  reported  complete  bookkeeping  figures  (designated  by  your  Office 
as  classes  1,  2,  3,  and  4)  reveal  certain  significant  facts  as  shown  below : 

Table  11. — Bookkeeping  costs  and  profits,  reported  by  producers  in  classes  1,  2, 

3,  and  4 


Producers  considered 

Producers 

not 
included 

Entire 
industry 

Integrated 
companies 

Large  inde- 
pendent 

Small  inde- 
pendent 

Total 

Number  of  producers        

31 
87, 104 

660, 772 

21, 315, 000 

7,586 

24 
17, 599 

79,  771 

3, 324, 000 
4,533 

155 
9,758 

29,169 

188, 000 
2,989 

210 
114,461 

769, 712 

3,665,000 
6,725 

37 

53.2 

17, 790 
296, 373 

677,  535 

38, 000 
2,286 

6 

46.8 

18, 000 

Productive    wells    operated 
(1944)          ---  -  

410,834 

1944  net  production: 

Volume     (thousands    of 
barrels)            

1, 447,  247 

Average     per     producer 
(barrels)        .         

80, 000 

Average  per  well  (barrels) - 
Percentage  increase  over 
1941  output 

3,523 
20 

Percentage   of  total   do- 
mestic production 

Percentage  of  total  pro- 
duction  for  respective 
segments  on  60-20-20  basis. 
1944  bookkeeping  results: 

Bookkeeping     cost     per 

45.7 

76.1 

$0,866 

15.7 

5.5 

27.6 

$1. 141 

6.7 

2.0 

10.1 

$1.  246 

21 

100.0 

Bookkeeping  profit  as  a 
percentage  of  net  fixed 
assets  plus  inventories.. 

This  committee  believed  originally  that  weighting  (or  "blowing  up")  the 
figures  for  each  of  the  three  segments,  would  indicate  with  some  accuracy,  the 
experience  of  the  entire  industry  with  respect  to  bookkeeping  costs  and  profits. 
However,  it  is  obvious  from  careful  study  of  the  foregoing  tabulation,  that  the 
reporting  producers  constitute  the  more  successful  half  of  the  oil-producing  indus- 
try, and  that  any  weighting  of  reported  data  only,  would  indicate  much  lower 
costs  and  larger  profits  than  actually  experienced  by  the  industry  as  a  whole. 

Table  11  shows  that : 

The  largest  producers  have  the  smallest  bookkeeping  costs  and  the  largest 
reported  profits.  The  results  of  weighting  the  reported  data  would  not  reflect 
the  unfavorable  experience  of  the  thousands  of  small  producers  not  included  in 
the  survey,  whose  average  annual  production  and  average  production  per  well 
were  much  smaller  than  the  corresponding  figures  for  even  the  producers  class- 
ified as  "small  independent"  whose  experience  was  much  less  favorable  than  that 
of  either  of  the  other  two  segments.  It  is  apparent,  therefore,  that  the  non- 
reporting  producers  had  much  larger  costs  and  much  smaller  profits  (if  any) 
than  reported  even  by  the  "small  independent  producers"  whose  returns  are 
included  in  the  study. 

The  output  of  producers  included  in  the  study  was  37  percent  greater  in  1944 
than  in  1941,  whereas  the  output  of  producers  not  considered  increased  only 
6  percent  during  the  same  period.  The  reported  data  therefore  would  obviously 
indicate  lower  costs  and  larger  profits  than  the  average  for  the  entire  industry, 
with  respect  to  1944  in  particular. 

Table  11  shows  conclusively  that  the  reported  bookkeeping  data  are  misleading 
in  failing  to  reflect  the  unfavorable  experience  of  the  less  successful  half  of  the 
industry. 

During  the  base  period  1936-39,  reserves  discovered  and  reserves  developed  by 
the  reporting  producers  in  classes  1  and  2  averaged  207,713,000  barrels  and 
585,540,000  barrels  respectively,  in  excess  of  the  volume  of  oil  produced  by  them. 
The  reverse  of  this  condition  obtained  in  1944  when  there  were  deficiencies  in 
reserves  discovered  and  reserves  developed  of  457,868,000  barrels  aijd  66,313,000 
barrels,  respectively. 
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Some  elements  of  cost  charged  off  during  the  base  period  actually  applied  to 
the  reserves  discovered  and  developed  which  were  in  excess  of  the  production 
during  that  period.  Consequently,  base  period  costs  are  overstated  and  profits 
understated.  Conversely,  during  1943  and  1944  costs  are  understated  and  profits 
overstated  as,  because  of  deficiencies  in  those  years,  it  was  necessary  to  draw  on 
the  excess  of  reserves  discovered  and  developed  in  earlier  years  in  order  to  meet 
production  requirements. 

The  elements  of  cost  referred  to  as  partially  applicable  to  excesses  of  reserves 
discovered  and  developed  during  the  base  period  are  part  of  intangible  drilling 
costs  charged  to  expense,  part  of  exploratory  costs  and  part  of  the  general  over- 
head applicable  to  exploratory  and  development  operations.  The  exact  amounts 
involved  are  indeterminable  but  it  is  known  that  they  would  aggregate  a  very 
substantial  sum. 

During  1944  in  particular,  bookkeeping  costs  were  understated  and  profits 
overstated  for  the  following  additional  reasons : 

1.  Operating  costs  reported  include  no  provision  to  cover  undermaintenance  of 
properties  caused  by  shortages  of  manpower  and  materials,  although  the  cost  of 
making  good  such  undermaintenance  actually  relates  to  oil  produced  during  the 
period  when  the  undermaintenance  accrued, 

2.  A  substantial  volume  of  oil  was  produced  in  excess  of  maximum  efficient 
rates  causing  irrecoverable  loss  of  part  of  the  reserves  which  otherwise  could  be 
profitably  produced. 

3.  Charges  in  amortization  of  capitalized  cost  of  productive  proi)erties  (gen- 
erally computed  under  the  unit-of-production  method)  were  insufficient,  as  re- 
cent abnormal  production  reduced  the  value  ultimately  realizable  from  produc- 
tive properties  to  a  much  greater  extent  than  the  reduction  in  reserves  of  such 
properties.  In  other  words,  the  abnormal  production  skimmed  the  cream  from 
the  value  realizable  from  proved  reserves. 

It  is  difficult  to  determine  accurately  the  amounts  involved  with  respect  to  the 
understatement  of  costs  caused  by  the  factors  mentioned  above,  but  it  is  known 
that  they,  too,  would  aggregate  a  very  large  sum. 

This  committee  is  confident  that,  if  allowance  were  made  to  reflect  more  fully 
the  unfavorable  experience  of  the  nonreporting  small  producers  and  accurately 
to  eliminate  the  distortions  explained  above,  the  bookkeeping  figures  alone  would 
show  a  substantial  increase  in  crude  oil  ceiling  prices  to  be  fully  justified. 

Appendix  D.  Computation  of  Replacement  Cost  Pee  Baebel 

Method  of  computing  replacement  cost 

The  computation  of  current  replacement  cost  must  be  based  on  consideration 
of  total  cash  expenditures  or  costs  incurred,  rather  than  bookkeeping  charges. 

The  statistical  procedure  adopted  by  this  committee  for  the  determination 
of  replacement  cost  per  barrel,  involved  the  division  of  all  expenditures  or  costs 
into  three  parts,  corresponding  to  the  three  distinct  activities*  of  the  oil-pro- 
ducing industry,  namely : 

1.  Operation  of  productive  wells. 

2.  Drilling  of  productive  wells. 

3.  Exploring  for  oil. 

The  costs  of  each  of  these  activities,  including  an  appropriate  part  of  general 
overhead,  must  be  dealt  with  separately,  as  operating  costs  relate  exclusively 
to  volume  of  production,  costs  of  productive  wells  relate  exclusively  to  volume 
of  reserves  recoverable  from  such  wells,  while  exploratory  costs  relate  ex- 
clusively to  the  volume  of  oil  found  or  to  be  found  as  a  result  thereof.  TTie 
approximate  replacement  cost  is  determined  as  outlined  below : 

1.  Total  operating  costs  divided  by  volume  of  production  will  disclose  operat- 
ing cost  per  barrel. 

2.  The  total  cost  of  oil  wells  completed  each  year,  divided  by  the  volume  of 
estimated  oil  reserves  recoverable  from  such  wells,  will  approximate  develop- 
ment cost  per  barrel  on  a  replacement  basis. 

3.  The  total  of  finding  costs  of  the  reporting  producers  divided  by  their  pro- 
portion of  the  volume  of  new  reserves  discovered  in  the  same  year  will  furnish 
a  reasonable  approximation  of  finding  cost  per  barrel  on  a  replacement  basis. 

The  sum  of  the  three  separate  unit  costs  represents  the  approximate  total 
cost  per  barrel  of  finding,  developing,  and  producing  crude  oil  on  a  current 
replacement  basis. 
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Summary  of  replacement  cost 
Replacement  cost  determined  as  explained  is  summarized  below : 

TabIiE  12. — Analysis  of  total  cost  per  barrel  on  replacement  basis 

[Computed  from  exhibit  A] 


Operating  ; 

cost  (line  Die 

divided  by 

line  Bl) 

Development 

cost  (line  D2c 

divided  by 

line  A2c) 

Finding  cost 
(line  D3c  di- 
vided by  new 
reserves  dis- 
covered from 
table  9) 

Total 

1936      

$0,262 
.274 
.311 
.295 

$0,212 
.213 
.201 
.191 

$0. 180 
.145 
.163 
.360 

$0,654 

1937 

.632 

1938                 

.675 

1939 

.846 

Avftrngn  (nnwfijghted) 

.286 
.292 
.314 
.307 
.308 

.204 
.199 
.218 
.296 
.383 

.212 
.262 
.415 
.434 
.907 

.702 

1941                              .               .     --       

.753 

1942          

.947 

1943 

1.037 

1944                        

1.598 

When  this  committee  first  suggested  consideration  of  replacement  cost  data  it 
believed,  but  could  not  know,  that  current  replacement  cost  exceeded  the  current 
price  of  oil.     This  belief  has  now  been  confirmed  by  the  factual  data  assembled. 

The  replacement  cost  data  were  developed  through  the  consistent  application 
of  the  same  statistical  method  to  the  figures  for  each  of  the  8  years  consid- 
ered. Therefore,  it  is  maintained  that  the  sharp  upward  trend  in  replacement 
cost  cannot  validly  be  questioned  and  that  a  very  considerable  excess  of  1944 
replacement  cost  over  the  price  of  oil  likewise  has  been  established  conclusively. 

Detailed  computation  of  replacement  cost  per  barrel 

The  replacement  cost  figures  shown  in  table  12  are  explained  hereunder  both 
as  to  method  of  computation  and  reasons  for  increased  cost  in  recent  years. 

Operating  cost  per  barrel 


Table  13. — Computation  of  operating  cost  per  barrel 

[Based  on  exhibit  A] 


Operating  cost  (thousands  of  dollars) 

Net  produc- 
tion (thou- 
sands of 
barrels) 
Oine  Bl) 

Operating 

Year 

• 

Direct  (line 
Dla) 

Overhead 
(line  Dlb) 

Total  Gine 
Die) 

cost  per 
barrel 

1936 

103, 084 
126, 990 
134, 472 
132, 576 

7,675 
8,853 
10, 729 
11,281 

110,  759 
135, 843 
145,  201 
143,857 

422,  556 
495,  571 
467, 063 
488, 180 

$0. 262 

1937 

.274 

1938                     .                 .                 ..     -. 

.311 

1939 

.295 

Average 

124,  281 
149,  228 
161, 350 
183,  380 
218, 024 

9,634 
11,961 
15,463 
16, 057 
14, 627 

133,915 
161, 189 
176,813 
199, 437 
232, 651 

468,  343 
551,  500 
562, 243 
650,  385 
754, 289 

.286 

1941 

.292 

1942 

.314 

1943 

.307 

1944 

.308 

THE  INDEPENDENT  PETROLEUM   COMPANY 


253 


Table  14. — Productive  wells,  cost  per  well,  and  production  per  well 
[Based  on  exhibit  A] 


Total  oper- 
ating cost 
(thousands 
of  dollars) 
Oine  Die) 

Number  of 
productive 
net  wells 
(monthly- 
average) 
(line  Al) 

Annual  cost 
per  well 

Net  production 

Year 

Total 
(thousands 
of  barrels) 
Oine  Bl) 

Average 
daily  per 
well  (bar- 
rels) 

1936                                    -.            - 

110,759 
135, 843 
145,  201 
143, 857 

87,  738 
92,  862 
100,  556 
103, 793 

$1,  262 
1,463 
1,444 
1,386 

422,  556 
495,  571 
467, 063 
488, 180 

13.2 

1937 

14.6 

1938                                                             .-     -. 

12.7 

1939.   .     

12.9 

Average 

133,915 
161, 189 
176, 813 
199,  437 
232,  651 

96, 237 
105, 646 
109, 935 
111,638 
114, 461 

1,392 
1,526 
1,608 
1,786 
2,033 

468,  343 
551,  500 
562,  243 
650,  385 
754, 289 

13.3 

1941  . 

14.3 

1942 

14.0 

ly43 

16.0 

1944 _  -                 

18.0 

Total  operating  cost  does  not  include  provision  to  cover  undermaintenance  of 
properties  caused  by  shortages  of  manpower  and  materials  during  the  past  few 
years  although  the  cost  of  making  good  such  undermaintenance  actually  relates 
to  oil  produced  during  the  period  when  the  undermaintenance  accrued. 

Many  fields  recently  were  producing  in  excess  of  maximum  efficient  rates,  caus- 
ing irrecoverable  loss  of  part  of  the  reserves  whicli  otherwise  could  be  profitably 
produced. 

The  increase  in  output  per  well  resulted  in  a  cost  per  barrel  which  obscures 
the  much  sharper  increase  in  cost  as  shown  by  cost  per  well. 

The  reduced  operating  cost  per  barrel  caused  by  abnormal  output  does  not 
increase  materially,  if  at  all,  the  value  ultimately  to  be  realized  from  production 
of  proved  reserves,  as  abnormal  production  merely  accelerates  the  normal  in- 
crease in  future  operating  costs,  especially  in  causing  installation  of  pumping 
equipment  sooner  than  otherwise  would  be  necessary.  The  abnormal  production 
necessary  to  supply  oil  and  products  needed  for  the  war  effort  has  in  effect 
"skimmed  the  cream"  from  the  value  realizable  from  proved  reserves.  This 
process  has  not  been  of  benefit  to  the  industry  as  it  still  must  pay  the  penalty 
for  abnormal  production  in  the  form  of  increased  future  operating  cost. 

Total  replacement  cost  includes  operating  cost  per  barrel  computed  as  shown 
in  table  13  but  with  the  knowledge  that  this  cost  component  is  understated  for 
the  several  reasons  outlined  above.  Operating  cost  as  included  in  bookkeeping 
cost  per  barrel  is  also  understated,  for  the  same  reasons. 

Development  cost  per  barrel 


Table  15. 


-Total  cost  of  oil  loells  completed,  with  other  pertinent  data  relating 
to  such  wells 


[Based  on  exhibit  A] 

• 

Development  costs  (thousands  of 
dollars) 

Oil  wells  completed 

Estimated  net  oil  reserves 
of    productive    wells 
completed  ' 

Direct  cost 
aine  D2a) 

Overhead 
Gine  D2b) 

Total  cost 
(line  D2c) 

Number  of 
net  wells 
(line  A2a) 

Average 

depth 

in  feet 

(line  A  2b) 

Total 
(thousands 
of  barrels) 
(line  A2c) 

Average 
per  well 
(barrels) 

1936- 

184,  862 
250,  752 
206,  250 
167,  743 
194,  828 
132,  60S 
142, 186 
248,  372 

11,868 
14,968 
13,  782 
11.5.38 
13,  202 
11,017 
11,  172 
15,  393 

196,  730 
265,  720 
220,  032 
179,  281 
208, 030 
143,  685 
15.3,  358 
263,  765 

6, 332 

8,  454 
6.643 
6.150 
6,962 
.3,884 
3,511 
4,795 

3.544 
3,739 
3,862 
3,819 
3,957 
4,128 
3,920 
4,302 

928,  537 

1,  250,  389 

1,095,911 

940,  695 

1, 045,  072 

659,  367 

517,625 

687,976 

146  642 

1937 

147, 905 
164  972 

1938 . 

1939 _ 

152^  959 
150  111 

1941 

1942 

169,  765 
147,430 
143, 478 

1943 

1944 

'  The  estimated  oil  reserves  used  in  determining  development  cost  on  a  replacement  basis  are  the  same  as 
the  estimated  reserves  used  in  determining  items  representing  a  large  portion  of  bookkeeping  cost,  i.  e., 
depletion,  amortization  of  intangible  drilling  cost  chaVged  to  capital  account,  and  depreciation  of  tangible 
equipment  where  computed  on  the  customary  "unit  of  production"  method- 
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During  the  past  few  years  the  number  of  productive  wells  completed  decreased 
for  many  re^ons,  including: 

1.  Requirement  of  Petroleum  Administration  for  War,  effective  December  23, 
1941,  that  fields  generally  be  developed  with  spacing  of  not  more  than  one  well 
to  40  acres,  in  order  to  utilize  available  materials  to  best  advantage. 

2.  Lack  of  proved  locations  caused  by  unsuccessful  exploratory  operations. 

3.  Manpower  and  equipment  shortages. 

4.  InsufHcient  cash  resources. 

5.  Absence  of  incentive  in  the  form  of  a  reasonable  exi)ectation  of  profit. 

6.  Liquidation  of  many  independent  producers  through  sale  or  otherwise. 
Average  oil  reserves  per  well  have  not  decreased  materially  but  the  reserves 

reported  for  recent  completions  represent  generally  the  estimated  recovery  from 
the  first  well  completed  on  40-acre  tracts  under  the  Petroleum  Administration  for 
War  drilling  restriction.  Any  subsequent  closer  spacing  would  result  in  smaller 
reserves  per  well  as  it  is  known  that  recovery  per  acre  in  new  fields  discovered 
is  steadily  becoming  smaller.  Average  depth  of  wells  drilled  has  increased 
steadily  and  substantially  as  a  result  of  the  inability  of  the  industry  to  discover 
low-cost,  shallow  fields  as  in  the  past. 

The  direct  development  costs  incurred  as  shown  in  table  15,  represent  the 
total  cost  of  all  oil  wells  completed  without  regard  to  salvage  value  of  equipment 
that  may  be  realized  upon  abandonment.  On  the  other  hand,  these  costs  do  not 
include  cost  of  installations  subsequent  to  year  of  well  completion,  such  as  engines 
or  motors,  pumping  equipment,  tubing,  sucker  rods,  etc.,  except  where  installed 
almost  immediately.  It  is  the  considered  opinion  of  this  committee  based  on  its 
knowledge  of  the  industry,  that  this  inconsistency  is  of  negligible  importance 
but  would  be  more  likely  to  result  in  understating  rather  than  overstating, 
development  cost  per  barrel  on  a  replacement  basis. 


Table  16. — Unit  development  cost 

[Computed  from  table  15] 


Unit  cost 

per  barrel  of 

estimated  net 

oil  reserves 

Average  cost 
per  net  pro- 
ductive oil 
well  com- 
pleted 

Average  cost 
per  foot 
drilled 

1936                      -- 

$0,212 
.213 
.201 
.191 
.199 
.218 
.296 
.383 

$31, 069 
31, 431 
33, 122 
29,151 
29,881 
36, 994 
43,  679 
55,  008 

$8,767 

1937                                                        

8.406 

1938                                    

8.576 

1939    .               

7.633 

1941                                           

7.551 

1942                             

8.962 

1943                                               .       

11.114 

1944                                        

12.  787 

The  increase  in  average  cost  per  well  was  caused  partly  by  the  increase  in 
wages  and  equipment  costs  and  partly  by  the  increasingly  greater  depth  of 
producing  horizons  of  fields  under  development.  The  added  cost  of  deeper  drill- 
ing is  much  greater  than  in  proportion  to  increase  in  depth  as  shown  by  increase 
in  average  cost  per  foot.  Increased  depth  is  not  offset  by  increased  recovery 
per  acre.  The  most  prolific  oil-bearing  formations  known  to  geologists  are  at 
depths  now  considered  as  relatively  shallow.  Many  fields  recently  developed 
have  such  a  small  recovery  per  acre  that  their  development  would  have  been 
regarded  as  a  marginal  operation  only  a  few  years  ago.  Such  fields  have  been 
and  are  being  developed  only  because  of  the  failure  to  discover  more  prolific  areas. 

The  actual  increase  in  development  cost  per  barrel  is  obscured  to  some  extent 
by  the  40-acre  spacing  requirement,  as  previously  mentioned. 
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Finding  costs  incurred  by  report- 
ing producers  from  exhibit  A 
(thousands  of  dollars) 


Direct 

cost 

(line  D3a) 


Overhead 
(Une  D3b) 


Total 
(line  D3c) 


Net  volume 

of  new 

reserves 

discovered 

of  the 

producers 

included 

in  study 

(thousands 

of  barrels) 

(from 

table  9) 


Approxi- 
mate 
finding 
cost  per 
barrell 


1936 

1937 

1938 -  — 

1939. — - 

Average 

1941 - 

1942 

1943 

1944 


106, 137 
130, 542 
123, 893 
105,  767 


6,494 

7.813 
8,287 
7,884 


112, 631 
138, 355 
132, 180 
113,651 


624, 496 
950, 336 
813,619 
315, 377 


.180 
.145 
.163 
.360 


116, 585 
122, 021 
130, 569 
162, 758 
253,  750 


7,619 
8,678 
10, 697 
12,648 
14, 630 


124,204 
130,  699 
141,  266 
175, 406 

268, 380 


676, 056 
499, 044 
340, 412 
■'°404, 176 
296, 421 


.184 
.262 
.415 
.434 
.907 


Most  of  the  finding  costs  incurred,  as  shown  in  table  17,  consist  of  the  cost  of 
dry  holes  completed,  unsuccessful  geophysical  surveys,  and  other  definitely  real- 
ized losses  from  which  little  or  no  future  benefit  could  possibly  result.  Some 
future  discoveries  may  result  from  a  relatively  small  part  of  the  amounts 
shown,  which  represent  the  cost  of  nonproductive  properties  purchased,  cost  of 
geophysical  and  geological  work  which  led  to  the  purchase  of  such  properties, 
and  rentals  and  other  costs  incident  to  ownership  of  nonproductive  properties. 
In  the  past,  there  has  been  a  normal  "lag,"  averaging  about  3  years,  between 
expenditures  relating  to  acquisition  of  nonproductive  properties  and  discoveries 
that  may  result,  but  this  "lag"  has  probably  been  materially  reduced  by  the  recent 
expansion  in  exploratory  drilling.  Some  of  the  discoveries  made  in  1943  and  1944 
resulted  from  exploratory  expenditures  made  a  few  years  earlier  whereas  some 
of  the  expenditures  in  those  years  may  result  in  discoveries  a  few  years  later. 
Consequently,  there  is  a  normal  overlap  of  discoveries  from  year  to  year.  In 
table  17,  it  is  assumed  that  this  over-lap  will  "average  out"  and  that  the  finding 
costs  incurred  each  year  Avill  result  in  discoveries  equal  to  the  volume  of  oil 
actually  discovered  in  the  same  years,  as  estimated  by  the  Petroleum  Adminis- 
tration for  War.  This  assumption  seems  not  only  reasonable  but  also  conserva- 
tive when  considered  in  relation  to  the  definitely  downward  trend  in  volume  of 
discoveries,  and  the  increasing  difficulty  of  finding  oil  as  shown  in  tables  1  and 
18,  respectively. 

In  order  to  simplify  compilation  of  replacement  cost  data,  the  cost  of  productive 
exploratory  wells  completed  is  included  in  development  cost  and  not  in  finding 
costs  incurred.  This  is  a  minor  inconsistency  which  has  the  effect  of  under- 
stating total  replacement  cost  per  barrel  inasmuch  as  in  each  recent  year  the 
total  volume  of  reserves  developed  was  substantially  greater  than  the  volume  of 
discoveries. 

Table  17  shows  that  the  very  sharp  increase  in  finding  cost  per  barrel  results 
from  the  upward  trend  in  exploratory  expenditures  combined  with  the  down- 
ward trend  in  discoveries.  The  reasons  for  the  increase  in  cost  are  made  more 
clear  by  the  data  in  the  following  table : 
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Table  18. — Exploratory  drilling  in  relation  to  discoveries 


Exploratory  wells  drilled  by  all  re- 
porting producers  (from  exhibit  A)' 

Net  volume  of  new  reserves  discovered 
by  entire  oil  industry 

Year 

Number  of 
net  wells 
(line  A5a) 

Average 
depth,  feet 
(Ime  A5b) 

Number  of 

exploratory 

wells  drilled 

by  entire 

industry ' 

Total 
(millions  of 

barrels) 

(from  table 

9) 

Average  net 
reserves  dis- 
covered per 
exploratory 
well  drilled 
by  entire 
industry 

Number  of 
exploratory 
wells  drilled 
per  million 
barrels  of  oil 
discovered 

1936 

705 
997 
923 
836 

3,291 
3,524 
3,921 
3,948 

NA 
2,224 
2,638 
2,589 
3,038 
3,264 
3,219 
3,843 
3,881 

1,394 

2,103 

1,812 

701 

NA 
945,  594 
686,884 
270, 761 

NA 

1937 

1.1 

1938 

1.5 

1939 

3.7 

1940 

1941 

1,102 
1,057 
1,012 
1,420 

3,970 
4,163 
4,979 
5,268 

1,087 
720 
802 
565 

333,027 
223,  672 
208,  691 
145,  581 

3.0 

1942 

4.5 

1943 

4.8 

1944 

6.9 

'  Some  reporting  producers  failed  to  report  exploratory  wells. 
»  Dr.  Frederick  H.  LaHee,  Sun  Oil  Co.  (1944— PAW). 

Appendix  E.   Replacement  Cost  Versus  Bookkeeping  Costs 

Operating  cost 

The  current  cost  per  barrel  of  operating  productive  wells  is  included  in  both 
replacement  cost  and  bookkeeping  cost. 

Development  cost 

The  replacement  cost  fibres  include  for  each  year  the  development  cost  per 
barrel  of  reserves  actually  developed  during  the  same  year. 

The  bookkeeping  cost  figures  include,  generally,  the  amortization  on  a  _  per 
barrel  basis,  of  the  capitalized  cost  of  productive  wells  completed  in  previous 
years.  It  is  known  that  the  capitalized  cost  does  not  represent  the  complete  cost 
of  the  productive  wells,  and  amortization  of  cost  under  the  customary  "unit  of 
production"  method  is  somewhat  questionable  in  principle.  The  greater  part 
of  the  difference  between  replacement  cost  and  bookkeeping  cost  as  related  to 
productive  wells  would  still  exist  even  if  the  latter  represented  the  correct 
amortization  of  the  correct  historic  cost,  and  this  results  from  difference  in 
principle — historic  cost  as  against  replacement  cost.  This  fundamental  dif- 
ference can  be  explained  best  by  a  simple  example  as  below : 

Assume 

Company  production  during  year  of  1,000,000  barrels  from  wells  completed 
some  years  ago  with  correct  historic  development  cost  of  20  cents  per  barrel. 
During  the  year  the  company  spent  $500,000  for  new  productive  wells  with  esti- 
mated reserves  of  1,000,000  barrels.  With  all  other  pertinent  factors  assumed 
to  be  the  same,  the  effect  of  the  difference  in  principle  between  the  two  pro- 
cedures would  be  as  shown  below : 


Historic  cost  basis  for 
productive  wells 

Replacement  cost  basis  for 
productive  wells 

Total 

Per  barrel 

Total 

Per  barrel 

Gross  income 

$1,  200, 000 

$1.20 

$1,200,000 

$1.20 

Deduct: 

Operating  cost ... 

300,000 
200, 000 

.30 
.20 

300, 000 

.30 

Development  cost: 
Historic- 

Replacement. - 

500,000 
600,000 

.50 

Finding  cost 

600, 000 

.60 

.60 

Total  cost. 

1, 100,  000 

1.10 

1, 400, 000 

1.40 

Margin  of  profit.. 

100, 000 

.10 

I  200, 000 

1.20 

'  Loss. 
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Under  the  historic  cost  method  of  dealing  with  productive  well  cost,  the  com- 
pany would  show  a  bookkeeping  profit  of  $100,000  but  from  the  broader  economic 
viewpoint,  it  actually  sustained  a  loss  of  $200,000  as  its  position  did  not  change 
except  with  respect  to  the  substantial  reduction  in  cash. 

Finding  cost 

Replacement  cost  per  barrel  includes  finding  cost  determined  by  dividing  the 
total  of  all  expeditures  each  year  which  pertain  to  finding  oil,  by  the  volume  of 
oil  found  during  the  same  year.  The  portion  of  bookkeeping  cost  ■per  barrel 
which  relates  to  finding  oil  represents  nothing  more  than  a  conglomeration  of 
book  charges  divided  by  the  volume  of  net  production — not  by  volume  of  oil 
found. 

Finding  costs  incurred  (or  bookkeeping  charges  which  pertain  to  finding  oil) 
should  be  considered  in  relation  to  the  volume  of  oil  found.  The  fallacy  of  con- 
sidering finding  costs  as  related  to  oil  produced  is  shown  clearly  in  the  following 
example. 

Assume — solely  for  purposes  of  illustration 

Actual  finding  costs  (or  bookkeeping  charges  pertaining  to  the  search  for  oil) 
of  $500,000,000  per  year,  and  actual  production  and  discoveries  during  each  of 
the  past  4  years  as  shown  : 


Net 

production 

(millions 

of  barrels) 

Net 

discoveries 

(millions 

of  ban-els) 

Finding  cost  per  barrel 

Year 

Total  finding 
costs  divided 
by  volinne  of 
production 

Total  finding 

costs  divided 

by  volume  of 

discoveries 

1941                         . 

1,000 
1,250 
1,500 
2,000 

1,000 
750 
500 
250 

$0.  500 
.400 
.333 
.250 

$0,500 

1942 

.667 

1943                                      .              

1.000 

1944 

2.000 

With  the  figures  as  assumed  for  purpose  of  this  illustration  and  with  the  nor- 
mal overlap  in  discoveries  from  year  to  year  as  explained  in  appendix  D  hereof, 
it  is  obvious  that  actual  finding  cost  per  barrel  would  be  as  shown  in  the  last 
column  above,  and  that  the  figures  in  the  next-to-last  column  are  completely 
erroneous.  Nevertheless,  the  total  bookkeeping  cost  per  barrel  includes  finding 
cost  i)er  barrel  determined  in  the  manner  illustrated  in  the  next-to-last  column. 

Summary  of  compariso7i  of  methods 

The  total  of  all  bookkeeping  costs  divided  by  the  volume  of  net  production 
represents  bookkeeping  cost  per  barrel.  Comparison  of  bookkeeping  cost  per 
barrel  for  each  of  the  three  activities  of  the  industry,  with  the  corresponding 
replacement  cost  figures,  shows  that  the  booltkeeping  figures  are  utterly  unrealistic 
when  considered  in  relation  to  the  actual  changes  in  operating  conditions. 

The  difference  between  total  gross  income  shown  on  line  C5  of  exhibit  A  and 
the  total  of  all  bookkeeping  costs  shown  on  line  E7  of  the  same  exhibit  indicates 
the  bookkeeping  profit  derived  from  production  of  crude  oil. 

With  bookkeeping  costs  being  unrealistic,  the  bookkeeping  profit  must  be  at 
least  equally  unrealistic  when  considered  in  relation  to  the  actual  changes  in  the 
condition  of  the  industry. 

On  the  other  hand  the  replacement  cost  figures  were  determined  in  a  manner 
which  was  specifically  intended  to  reflect  the  changes  in  conditions  that  have 
actually  occurred  and  the  figures  are  in  close  conformity  with  such  changes.  The 
replacement  cost  data  merely  eliminate  the  time  lag  in  order  to  show  currently 
the  results  of  the  industry's  replacement  operations. 

Recognition  of  replacement  cost  data 

This  committee  is  convinced  that  the  increasingly  adverse  fundamental  posi- 
tion of  the  industry  shown  in  table  1  and  the  inherent  peculiarities  and  complexi- 
ties of  the  industry  as  indicated  previously  herein  not  only  justify,  but  actually 
require,  that  consideration  be  given  to  replacement  cost  data  in  any  objective 
determination  of  whether  crude  oil  prices  are  "generally  fair  and  equitable." 

This  committee  is  also  convinced  that  there  are  no  valid  reasons  for  the  un- 
willingness of  your  Ofiice  to  consider  replacement  cost  data  in  connection  with 
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crude  oil  prices.  Therefore,  there  is  subniitted  below  an  exposition  of  the  rea- 
sons given  by  your  OflSce  for  its  unwillingness  to  consider  crude  oil  replacement 
cost  data. 

Exposition  of  reasons  given  'by  the  Office  of  Price  Administration  for  refusing  to 
consider  replacement  cost  in  connection  with  crude  oil  prices 

Exhibit  B  gives  excerpts  with  regard  to  greatly  increased  replacement  cost 
and  inadequacy  of  crude  oil  prices  from  statements  made  during  the  early  part 
of  1945  by  Standard  Oil  Co.  of  New  Jersey,  The  Texas  Co.,  Humble  Oil  &  Refining 
Co.,  Standard  Oil  Co.  of  Indiana,  and  Union  Oil  Co.  of  California.  These  com- 
panies are  among  those  which  normally  lead  in  changing  posted  prices  for  crude 
oil.  They  disagree  with  the  OflSce  of  Price  Administration  allegation  of  abnormal 
profits  derived  by  the  oil-producing  industry,  as  during  the  early  part  of  1945 
they  all  favored  higher  crude  oil  prices.  These  companies  as  a  group  refine 
a  volume  of  crude  oil  that  is  approximately  50  percent  greater  than  their  produc- 
tion. Termination  of  the  war  has  already  caused  a  substantial  decrease  in  crude 
oil  output  and  a  further  large  reduction  is  in  prospect.  As  a  result  of  reduced 
output  and  other  factors  explained  herein,  crude  oil  costs  are  now  substantially 
higher  than  during  1944  and  the  early  part  of  1945  and  undoubtedly  will  go  much 
higher.  An  increase  in  crude  oil  prices  is  now  even  more  justified  and  necessary 
than  when  these  statements  were  made  and  therefore  it  must  be  assumed  that 
these  companies  still  consider  a  crude  oil  price  increase  to  be  necessary. 

The  Office  of  Price  Administration  contends  that  giving  consideration  to  replace- 
ment cost  data  is  forbidden  by  the  statute.  This  contention  is  based  apparently 
upon  an  erroneous  construction  of  the  following  excerpts  from  paragraph  (a)  of 
section  2  of  the  Emergency  Price  Control  Act :  Provided,  That  no  regulation  or 
order  shall  contain  any  provision  requiring  the  determination  of  costs  otherwise 
than  in  accordance  with  established  accounting  methods." 

This  provision  forbids  your  Office  to  require  determination  of  costs  otherwise 
than  in  accordance  with  establisned  accounting  methods.  It  does  not  forbid 
your  Office  to  recognize  replacement  cost  or  any  other  data  relevant  to  the  deter- 
mination of  ceiling  prices  that  will  be  "generally  fair  and  equitable."  The  statute 
gives  very  broad,  discretionary  powers  to  the  Administrator,  but  it  clearly  dis- 
closes the  intent  of  Congress  that  such  powers  will  be  usedl  reasonably  to  the 
end  that  ceiling  prices  shall  be  in  fact  "generally  fair  and  equitable."  Considera- 
tion of  replacement  cost  data  is  obviously  relevant  and  essential  to  the  deter- 
mination of  fair  and  equitable  prices  for  crude  oil.  Public  records  disclose  that 
the  Office  of  Price  Administration  has  given  consideration  to  replacement  cost 
data  with  respect  to  other  industries  and  businesses.  Its  refusal  to  consider  crude 
oil  replacement  cost  data  therefore  is  in  conflict  with  the  spirit  and  intent  of 
the  act. 

The  Office  of  Price  Administration  contends  that  giving  consideration  to  crude 
oil  replacement  cost  would  establish  an  undesirable  precedent  that  it  would  be 
bound  to  follow  with  respect  to  all  other  industries  and  businesses.  There  is 
nothing  undesirable  in  considering  replacement  cost  data  in  any  case  where  it  is 
relevant  to  the  determination  of  fair  and  equitable  ceiling  prices.  The  oil-pro- 
ducing industry  is  peculiar  in  that  (1)  its  major  normal  operations  are  replace- 
ment operations,  (2)  its  actual  economic  gain  or  loss  from  all  its  operations 
(including  replacement  operations)  cannot  be  determined  periodically  through 
the  use  of  established  accounting  methods,  and  (3)  there  is  an  obviously  im- 
mutable long-term  trend  toward  higher  crude  oil  costs  which  is  in  addition  to 
the  normal  upward  trend  in  costs  affecting  all  industries.  Therefore,  recogniz- 
ing current  replacement  cost  in  the  determination  of  current  crude  oil  prices  would 
not  be  an  unjustified  deviation  from  the  usual — ^but  not  invariable — practice  of 
using  bookkeeping  fixtures  exclusively  as  the  basis  for  fixing  price  ceilings.  Fur- 
thermore, a  justified  exception  demonstrably  necessary  to  cover  a  unique  situa- 
tion would  not  reasonably  constitute  a  precedent  that  your  office  would  be  bound 
to  follow  indiscriminately  with  respect  to  other  industries  and  businesses  which 
are  fundamentally  different.  This  committee  is  confident  that  there  are  few, 
if  any,  other  industries  that  can  clearly  show  the  same  degree  of  inequity  and 
hardship  resulting  from  the  use  of  bookkeeping  figures  as  the  basis  for  determin- 
ing price  ceilings. 

Mr.  Paul  M.  Green,  Deputy  Administrator  for  Accounting  of  the  Office  of  Price 
Administration,  suggested  to  a  committee  of  Congress  that  the  excess  of  current 
replacement  cost  over  the  current  price  of  oil  does  not  justify  an  increase  in 
price  but  that  the  industry  should  secure  the  additional  funds  required  for  nec- 
essary replacement  operations  through  borrowing  and/or  capital  financing.     It 
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is  unsound  to  propose  that  an  important  basic  industry  should  be  forced  to  resort 
to  borrowing  or  new  financing  to  continue  necessary,  normal  operations  which  are 
unprofitable  with  present  inadequate  crude  oil  prices. 

The  Office  of  Price  Administration  claims  that  replacement  cost  data  cannot 
be  given  consideration  because  replacement  cost  accounting  is  not  the  established 
method  followed  generally  throughout  the  industry.  The  industry  uses  the  gen- 
erally well-established  accounting  methods  that  are  used  by  all  other  industries 
or  businesses.  Unfortunately,  these  accounting  methods  fail  to  reflect  currently 
the  results  of  current  replacement  operations.  There  is  no  system  of  accounting 
or  other  method  for  use  by  individual  producers  throughout  the  industry  that 
could  reflect  currently  the  results  of  their  replacement  operations.  This  is  not 
the  fault  of  the  industry  but  proves  that  it  is  inherently  peculiar  and  unusual. 
The  statistical  procedure  of  this  committee  for  approximating  current  replace- 
ment cost  and  indicating  current  results  of  replacement  operations  can  be  ap- 
plied properly  to  the  industry  as  a  whole  but  cannot  be  used  by  individual  pro- 
ducers for  the  purpose  of  preparing  financial  reports  for  publication.  The  ne- 
cessity for  compiling  replacement  cost  data  results  from  the  failure  of  established 
accounting  methods  as  used  in  the  industry  to  reflect  data  which  are  obviously 
relevant  and  essential  to  the  determination  of  fair  and  equitable  ceiling  prices. 

Appendix  F.  History  of  Cost  Survey 

The  act  creating  the  Office  of  Price  Administration  and  authorizing  it  to  fix 
price  ceilings,  provides  in  part  as  follows : 

"Before  issuing  any  regulation  or  order  under  the  foregoing  provisions  of  this 
subsection,  the  Administrator  shall,  so  far  as  practicable,  advise  and  consult  with 
representative  members  of  the  industry  which  will  be  affected  by  such  regulation 
or  order,  and  shall  give  consideration  to  their  recommendations." 

The  italicized  portion  was  added  by  the  act  of  1944. 

The  act  further  provides : 

"In  case  of  commodity  for  which  a  maximum  price  has  been  established,  the 
administrator  shall,  at  the  request  of  any  substantial  portion  of  the  industry  sub- 
ject to  such  maximum  price,  regulation  or  order  of  the  administrator,  appoint  an 
industry  advisory  committeee,  or  committees,  either  national  or  regional  or 
both,  consisting  of  such  number  of  representatives  of  the  industry  as  may  be 
necessary  in  order  to  constitute  a  committee  truly  representative  of  the  industry 
or  of  industry  in  such  region,  as  the  case  may  be     *     *     *     ." 

The  Committee  on  Small  Business  of  the  House  of  Representatives  on  December 
4,  1944,  in  its  sixth  interim  report  recommended  to  the  Committe  of  the  Whole 
House  that  the  Office  of  Price  Administration  appoint  an  industry  adviso,ry  com- 
mittee to  represent  the  crude  petroleum  producers. 

On  January  3,  1945,  2  years  and  11  months  after  the  law  was  passed,  the  Office 
of  Price  Administration  created  the  National  Crude  Oil  Industry  Advisory  Com- 
mittee, 

The  law  relating  to  the  operation  of  such  committees  is  quite  clear  and  provides 
in  part  as  follows : 

"The  administrator  shall  from  time  to  time,  at  the  request  of  the  committee, 
advise  and  consult  with  the  committee  with  respect  to  the  regulation  or  order  (on 
price),  and  with  respect  to  the  form  thereof,  and  classifications,  differentiations, 
and  adjustments  therein.  The  committee  may  make  such  recommendations  to 
the  administrator  as  it  seems  advisable  and  such  recommendations  shall  he  con- 
sidered hy  the  administrator." 

Again,  the  italicized  portion  was  added  by  Congress  in  1944,  emphasizing  the 
importance  Congress  felt  was  attached  to  the  views  of  the  industry  with  respect 
to  its  prices  and  costs. 

The  Committee  on  Small  Business  pointed  out  in  its  sixth  interim  report  (De- 
cember 4,  1944),  that  at  the  request  of  the  Speaker  of  the  House  of  Representa- 
tives, the  Honorable  Sam  Rayburn,  and  of  many  independent  producers  of  oil 
and  the  Independent  Petroleum  Association  of  America,  hearings  were  held  in 
the  spring  of  1943  to  determine  whether  there  was  sufficient  production  of  crude 
petroleum  in  the  United  States. 

As  a  result  of  those  hearings  the  committee  issued  its  second  interim  report 
(May  10,  1948),  wherein  was  expressed  alarm  at  the  declining  rate  of  discovery 
of  petroleum  and  endorsed  a  recommendation  made  by  the  Petroleum  Administra- 
tor for  War  calling  for  an  average  over-all  increase  in  the  price  of  crude  petroleum 
in  the  amount  of  35  cents  per  barrel. 
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The  facts  and  assumptions  which  that  committee  recited  in  its  second  and  sixth 
interim  reports  and  the  various  other  reports  of  that  committee  and  other  con- 
gressional committees  relating  to  the  seriousness  of  the  crude  petroleum  supply 
and  price  situation  have  not  been  refuted  by  the  Office  of  Price  Administration. 

On  January  3,  1945,  Mr.  James  F.  Brownlee,  acting  administrator  of  the  Office 
of  Price  Administration,  appointed  23  representatives  of  the  oil  industry  to  mem- 
bership in  the  National  Crude  Oil  Industry  Advisory  Committee  in  accordance 
with  section  2  (a)  of  the  Emergency  Price  Control  Act  of  1942,  as  amended,  and 
in  accordance  with  the  rules  prescribed  in  procedural  regulation  No.  13.  On  the 
same  date,  the  then  price  executive,  Petroleum  Branch,  W.  Page  Keeton,  notified 
the  appointees  of  a  meeting  to  be  held  in  Washington,  January  15, 1945. 

The  purpose  of  the  committee,  as  stated  by  Mr.  Brownlee  in  his  letter  of  ap- 
pointment was : 

"*  *  *  to  aid  the  Office  of  Price  Administration  in  determining  whether 
the  prices  of  crude  i)etroleum  are  generally  fair  and  equitable." 

The  committee  was  later  advised  by  the  Office  of  Price  Administration  that: 

"Specifically,  it  was  to  consult  and  advise  this  office  in  resolving  the  various 
questions  arising  from  the  recommendation  of  the  House  Committee  on  Small 
Business ;  namely  that  a  study  of  the  finding,  developing  and  operating  costs  of 
the  crude  oil  producing  industry  be  initiated." 

In  announcing  the  appointment  of  the  National  Crude  Oil  Industry  Advisory 
Committee  on  January  8,  1945,  Mr.  Chester  Bowles,  Price  Administrator,  said  in 
the  press  statement  issued  for  release  that  day : 

"This  does  not  represent  any  change  in  Office  of  Price  Administration's  position, 
stated  many  times,  that,  in  its  opinion,  there  should  be  no  general  price  increase 
for  the  crude  oil  industry  as  a  whole — we  are  glad  to  make  the  survey  in  response 
to  congressional  committee  and  industry  request  for  a  cost  study.  This  will  give 
us  additional  data  for  detennining  whether  Office  of  Price  Administraton's 
stand  against  a  price  increase  is  justified." 

At  a  meeting  held  on  January  15,  all  the  23  appointees  met  with  the  officials  of 
the  Office  of  Price  Administration  in  Washington  and  carried  out  the  necessary 
organization  procedure  in  setting  up  this  committee.  Mr.  Sumner  T.  Pike, 
Director  of  Fuel  Division ;  Mr.  O.  D.  Judd,  Associate  Director,  Fuel  Division  ;  and 
Mr.  W.  Page  Keeton,  Price  Executive,  Petroleum  Branch,  all  of  the  Office  of 
Price  Administration,  outlined  and  discussed  the  standards  of  the  Office  of  Price 
Administration  relative  to  the  adjustment  of  maximum  prices  on  crude  oil,  point- 
ing out  that  it  is  the  jwlicy  of  that  office  in  establishing  price  ceilings,  to  take 
into  consideration  earnings  of  the  industry  in  a  base  period,  1936  to  1939  and 
compare  current  earnings  of  the  industry  with  such  base  period  and  to  maintain 
prices  which  are  generally  fair  and  equitable.  They  further  stated  that  in  orde* 
that  such  a  determination  be  made,  and  to  comply  with  the  recommendations  ol 
the  Committee  on  Small  Business  of  the  House  of  Representatives  and  a  number 
of  crude  oil  producers,  a  survey  of  the  cost  of  producing  crude  petroleum  of  a 
representative  list  of  oil  producers  in  the  United  States  would  be  made,  and 
presented  a  form  of  questionnaire  for  the  committee  to  examine  and  approve. 

The  questionnaire  submitted,  followed  in  general  the  questionable  method 
used  by  the  United  States  Tariff  Commission  in  its  cost  survey  made  under  the 
direction  of  the  Office  of  Price  Administration  in  1941  and  1942.  The  proposed 
questionnaire  did  not  provide  for  ascertaining  the  current  cost  of  finding, 
developing  and  producing  crude  oil. 

A  subcommittee  was  formed  to  study  the  proposed  form  which  the  Office  of 
Price  Administration  submitted. 

The  Office  of  Price  Administration  refused  to  accept  any  of  the  simplified  pro- 
cedures proposed  by  the  advisory  committee  to  expedite  completion  of  the  cost 
survey. 

The  subcommittee,  after  reviewing  the  Office  of  Price  Administration  ques- 
tionnaire, reached  the  conclusion  tlaat  the  form  as  proposed  was  not  suitable  for 
assembling  data  that  could  be  properly  used  in  approximating  the  current  actual 
cost  of  finding,  developing,  and  producing  crude  petroleum.  The  committee  was 
definitely  of  the  opinion  that  any  findings  based  on  the  method  which  the  Office 
of  Price  Administration  proposed,  in  arriving  at  crude  oil  costs  would  be  both 
incorrect  and  misleading. 

The  committee  found  it  necessary  to  compromise  on  a  questionnaire  which  the 
representatives  of  the  Office  of  Price  Administration  and  the  industry  committee 
developed  so  as  to  furnish  the  information  desired  by  both.  This  questionnaire 
form  was  mailed  by  the  Office  of  Price  Administration  on  April  11,  1945. 
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The  determination  of  the  number  of  oil  producers  to  be  surveyed  and  details 
with  regard  to  tabulation,  etc.,  were  not  discussed  by  the  Office  of  Price 
Administration  and  the  National  Crude  Oil  Industry  Advisory  Committee  at 
the  meeting  in  January.  These  matters  were  referred  to  the  subcommittee  to 
be  worked  out  in  detail  with  Mr.  W.  Page  Keeton,  then  Petroleum  Price  Executive 
of  the  Office  of  Price  Administration.  The  original  plan  as  discussed  with 
Mr.  Keeton,  contemplated  sending  out  300  questionnaires.  However,  after 
considering  the  possible  returns,  it  was  decided  to  send  out  500.  It  was  under- 
stood that  it  would  not  be  possible  to  obtain  a  large  percentage  of  returns  from 
the  proposed  500  sample.  No  definite  percentage  of  returns  was  made  a  fixed 
requirement. 

The  committee  supplied  the  Office  of  Price  Administration  with  over  4,000 
names  and  addresses  of  currently  operating  oil  producers,  indexed  by  States 
and  producing  areas. 

The  Office  of  Price  Administration  selected  relatively  few  names  from  the  com- 
mittee list.  The  balance  of  its  original  January  25,  1945,  list  of  535  names  was 
selected  by  the  Office  of  Price  Administration  from  "Moody's,  the  Petroleum 
Register,  and  the  list  used  by  the  Tariff  Commission"  (from  the  Office  of  Price 
Administration  report  to  the  committee). 

The  committee,  on  checking  the  list,  found  and  notified  the  Office  of  Price 
Administration  of  many  names  that  were  unknown  or  out  of  business.  After 
the  Office  of  Price  Administration  made  substitutions  and  revisions,  its  final 
list  contained  over  700  names,  including  many  reported  by  the  committee  as 
unknown. 

Originally,  these  questionnaires  were  to  be  filed  on  or  before  May  1,  1945. 
The  time  was  later  extended  to  June  1,  and  finally  extended  to  June  30.  On  that 
date  281  returns  had  been  received  by  the  Office  of  Price  Administration.  The 
general  difficulty  experienced  by  the  nonreporting  producers  was  the  lack  of 
personnel  and  adequate  records. 

On  May  25,  Mr.  Judd  wrote  to  the  committee  as  follows :  "It  appears  advisable 
to  establish  the  minimum  return  which  this  agency  considers  necessary  for  factual 
finding.  In  view  of  the  fact  that  the  sample  has  been  carefully  selected  and  is 
numerically  small,  the  percentage  of  returns  on  which  a  finding  can  be  made  must 
of  necessity  be  very  high.  If  a  higher  percentage  of  returns  from  such  sample  is 
not  received,  then  any  finding  made  will  in  all  probability  not  disclose  a  true  condi- 
tion. Because  of  these  facts,  we  feel  that  a  percentage  return  of  less  than  85 
percent  of  the  selected  sample  would  require  careful  determination  as  to  whether 
any  finding  made  could  be  considered  conclusive.  In  any  event,  a  materially 
smaller  percentage  return  should  be  regarded  as  inadequate." 

The  committee  disagreed  with  Mr.  Judd,  pointing  out  that  the  original  plan 
of  the  survey  did  not  contemplate  any  such  high  percentage  of  return  and  that 
relevant  factors,  other  than  numbers,  are  equally  important  in  determining  the 
adequacy  of  a  sample. 

Mr.  Judd  then  informed  the  secretary  that  his  mind  was  not  closed  on  the 
matter  of  percentage  requirement. 

.    On  July  7,  1945  the  chairman  of  the  subcommittee  recommended  that  the  Office 
of  Price  Administration  expedite  tabulations  of  the  crude  petroleum  cost  data. 

On  July  20,  1945,  Mr.  O.  D.  Judd  of  the  Office  of  Price  Administration  advised 
the  secretary  of  the  committee  that  tabulations  of  cost  data  on  production  cost 
questionnaires,  on  file  in  his  office,  would  be  commenced  at  once. 

August  13,  1945,  Mr.  O.  D.  Judd  submitted  a  report  to  the  National  Crude  Oil 
Industry  Advisory  Committee  on  the  survey  of  crvide-oil  production  costs,  con- 
cluding that :  "the  survey  has  fallen  far  short  of  its  original  goal  of  a  high  per- 
centange  return  which  was  agreed  to  be  a  requisite  if  the  sample  was  restricted 
to  the  small  number  decided  upon." 

The  Office  of  Price  Administration  further  contended  that :  "*  *  *  the 
returns  are  too  small  to  warrant  analysis  for  the  purposes  contemplated  by  the 
study     *     *     *." 

On  August  15,  1945,  the  secretary  of  the  committee  appealed  to  Mr.  Chester 
Bowles  to  overrule  the  decision  of  Mr.  Judd. 

August  31,  1945,  Mr.  Bowles  informed  the  secretary  that  he  was  in  full  agree- 
ment with  Mr.  Judd  and  denied  any  relief. 

On  September  19,  1945,  in  response  to  a  request  of  the  Honorable  Wright  Pat- 
man,  chairman.  Select  Committee  on  Small  Business  ;  Mr.  Russell  B.  Brown,  coun- 
sel for  the  National  Crude  Oil  Industry  Advisory  Committee  stated : 

"The  industry  committee  urges  that  the  tabulation  of  data  reported  on  the 
returns  now  on  file  with  the  Office  of  Price  Administration  be  completed  at  the 
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earliest  possible  date  and  that  over-all  totals  by  segments  of  the  industry,  to- 
gether with  such  relevant  facts  as  are  proper,  should  be  supplied  to  the  sub- 
committee as  soon  as  tabulations  are  completed,  and  that  the  survey  proceed 
without  further  delay  in  accordance  with  the  plan  of  survey  as  originally  con- 
templated. The  industry  advisory  committee,  provided  for  by  law  and  ap- 
pointed upon  the  recommendation  of  your  committee,  should  be  afforded  the  op- 
portunity to  determine  from  the  facts  supplied  on  these  i-eturns  whether  or  not 
the  sample  is  adequate.  The  advisory  committee  should  make  recommendations 
to  the  Office  of  Price  Administration  with  relation  to  this  survey,  and  such  recom- 
mendations should  be  carefully  considered  by  the  Office  of  Price  Administration 
before  their  conclusion  is  formed  or  announced." 

On  September  20,  1945,  Mr.  Patman  for  his  committee  wrote  Mr.  Bowles  in 
part :  "If  the  Office  of  Price  Administration  is  to  be  truly  consistent  in  its  deal- 
ings with  industx'y  advisory  committees,  I  feel  that  you  have  no  recourse  other 
than  to  comply  with  the  suggestions  made  by  Mr.  Brown  in  the  attached  letter." 

Chaet  I 

LARGE  DEFICIENCY  IN  OIL  DISCOVERIES  • 
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SoDKes  of  do*..: 

Total  U.S.  discoveries  from  Petroleum  Administration  for  War. 
Normal  rote  of  discoveries  equals  1.5  times  production 
based  on  projected  trend  in  production  prior  to  war. 


(This  chart  shows  the  unsound  condition  now  existing  in  the  crude-oil  industry 
as  a  result  of  the  failure  to  discover  sufficiently  large  quantities  of  new  reserves.) 
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(There  is  one  proven,  practical  way  of  correcting  the  unsound  condition  pic- 
tured in  chart  I.  A  proper  price  has  always  stimulated  the  search  for  oil  and 
resulted  in  new  productive  wells  being  put  into  operation.) 
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On  October  5-6,  1945,  the  subcommittee  with  other  members  who  could  attend, 
met  in  Washington  with  officials  of  the  Office  of  Price  Administration.  After 
reviewing  the  position  of  the  industry,  and  the  Office  of  Price  Administration 
regarding  the  adequacy  of  the  survey,  Mr.  Pike  agreed  that  the  compilations  from 
the  cost  data  be  made  available  to  the  subcommittee. 

Under  date  of  November  28,  1945,  the  Office  of  Price  Administration  trans- 
mitted to  the  secretary  of  the  committee  a  punch-card  listing  of  the  summary 
cards  from  the  basic  listing  of  the  crude-petroleum  production  survey. 

On  December  4-11,  1945,  the  subcommittee  met  in  Washington,  D.  C,  to  con- 
sider cost  data.  On  December  7  and  again  on  December  11,  the  subcommittee  con- 
ferred with  Mr.  J.  H.  lleppert,  associate  director.  Fuel  Division,  Office  of  Price 
Administration  and  members  of  his  staff  for  the  purpose  of  determining  what 
groupings  would  be  recognized  by  that  Office  in  a  committee  presentation  of  its 


analysis. 


REPLACEMENT 


Chart  IV 


IS  PRINCIPAL  CRUDE  OIL  OPERATION 
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(In  no  other  major  industry  is  the  replacement  of  fixed  assets  so  important  a 
factor  affecting  price.  The  crude  oil  industry  normally  spends  over  60  percent 
of  its  gross  income  in  the  search  for,  and  development  of,  new  reserves  to  replace 
oil  consumed.  Not  epough  was  spent  during  the  war — largely  due  to  a  lacli  of 
incentive  resulting  from  depressed  prices.) 
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By  letter  of  December  12,  1945,  Mr.  H.  J.  Reppert  informed  the  committee  that 
in  his  opinion  the  committee  "should  select  whichever  class  groups  of  company 
you  prefer."  He  further  stated,  "any  report  received  from  your  committee  will 
be  given  careful  consideration  by  this  office." 

Chaet  V 

WELL  COSTS  INCREASE 
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Botad  on  doto  reported  in  coit  turvey 


From  chart  V  it  is  clear  that  one  of  the  principal  factors  of  increased  costs 
during  the  war  was  the  steep  rise  in  the  cost  of  developing  a  productive  oil  well. 
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Chabt  VI 

CURRENT  OIL  COST  EXCEEDS  PRICE 
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Batad  on  data  raportid  in  coat  aurvay 


In  this  chart,  current  oil  costs  are  summarized  on  a  per  barrel  basis.  These 
costs  are  seen  to  increase  sharply  as  contrasted  with  no  significant  change  in  the 
depressed  price  level.  A  price  adjustment  of  80  cents  per  barrel  is  indicated 
as  necessary  to  maintain  the  margin  over  replacement  cost  realized  during  the 
1936-39  base  period. 

Exhibit  A 

Exhibit  A  hereinafter  contains  the  combined  over-all  statistical  and  financial 
data  reported  by  classes  1  and  2  in  the  crude  petroleum  production  survey  and 
are  compiled  from  basic  data  supplied  to  the  subcommittee  by  the  Office  of  Price 
Administration. 

These  data  for  classes  1  and  2  were  used  by  the  subcommittee  as  the  basis 
tor  its  determination  of  finding,  developing,  and  producing  crude  petroleum  as 
presented  hereinbefore. 

Additional  schedules  showing  all  basic  data  considered  by  the  subcommittee  in 
its  analysis  of  the  over-all  totals  supplied  to  the  committee  by  the  Office  of  Price 
Administration  are  submitted  separately  as  a  supplement  to  and  part  of  this 
report. 
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Exhibit  B.  Excerpts  From  REapoBTs  to  Stockholders  and  Pubushed  State- 
ments OF  Executive  Officers  of  Large  Oil,  Companies  With  Respect  to 
Inadequate  Crude  Oil  Prices  and  Increase  in  Replacement  Cost 

Standard  Oil  Co.  (New  Jersey) — 1944  annual  report 

Present  production,  though,  is  from  reserves  developed  in  the  past,  and  it  is 
being  sold  at  government-fixed  prices  that  reflect  discovery  costs  of  a  number 
of  years  ago.  Current  costs  of  discovery  are  substantially  higher.  Replacement 
of  crude  oil  now  being  drawn  from  the  ground  is,  of  course,  essential.  Continua- 
tion of  high  finding  costs,  therefore,  will  make  desirable  and  upward  revision  of 
the  price  of  crude  to  support  the  exploration  required  for  extensive  new 
discoveries. 

Statement  ty  Mr.  R.  ^Y.  Oallagher,  chairman  of  the  'board  of  Standard  Oil  Co. 
(Neio  Jersey)  at  annual  meeting  of  stockholders,  June  5,  1945 
I  should  emphasize  that  in  our  current  high  production  for  war  we  are  drawing 
heavily  upon  crude  oil  reserves  accumulated  in  prewar  years.  Our  costs  of 
finding  oil  then  were  much  lower,  it  now  appears,  than  they  will  be  in  the  future. 
The  earnings  we  are  showing,  therefore,  might  be  deceptive,  since  they  cannot 
reflect  the  probably  higher  future  costs  of  replacing  our  crude  reserves. 

The  Texas  Co. — 1944  annual  report 

It  should  be  recognized  that  the  industry  still  continues  to  draw  on  the  back- 
log of  oil  reserves  discovered  and  developed  at  low  cost  during  the  1930's,  and 
that  the  reserves  so  produced  are  being  only  partially  replaced  with  new  crude 
oil  reserves  discovered  and  produced  at  much  higher  cost.  The  industry  is 
disposing  of  its  inventory  in  the  ground  (crude  oil  reserves)  at  prices  which  do 
not  stimulate  exploratory  drilling  on  the  part  of  the  small  independent  producer, 
and  are  not  in  keeping  with  the  increased  cost  of  new  discoveries. 

In  view  of  these  conditions,  the  management  repeats  its  statement  made  in  the 
1943  annual  report,  and  reaflirms  the  following  conclusions : 

(1)  Unless  there  is  developed  an  entirely  new  or  improved  technique  for  locat- 
ing deposits  of  oil,  new  discoveries  will  be  less  frequent  and  new  production  will 
be  more  costly  than  in  the  past. 

(2)  It  is  believed  that  a  more  equitable  price  is  necessary  to  stimulate  explora- 
tory drilling  particularly  on  the  part  of  the  small  producer.  The  number  and 
depth  of  these  exploratory  wells  must,  in  our  opinion,  be  increased  far  beyond 
that  considered  normal  in  the  past. 

(3)  Unless  new  important  reserves  are  discovered  in  the  United  States,  this 
country  must  become  a  substantially  larger  importer  of  petroleum  in  order  to 
provide  for  its  military,  industrial  and  civilian  requirements. 

Humble  Oil  &  Refining  Co. — 1944  annual  report 

The  intensive  exploratory  and  development  program  in  1944  probably  provided 
no  more  oil  than  required  to  offset  production.  This  experience,  like  that  of  the 
industry,  was  in  sharp  contrast  to  the  trend  in  1930-40  when  large  additions  to 
reserves  were  being  made  annually.  Humble  is  drawing  heavily  on  its  reserves 
discovered  in  the  preceding  decade,  in  order  to  provide  oil  for  military  purposes. 
To  the  extent  that  this  oil  is  being  replaced,  it  is  at  higher  cost.  This  should  be 
taken  into  acount  when  considering  the  financial  results  for  the  year. 

******* 

The  cost  of  drilling  operations  has  increased  greatly  in  recent  years  because 
of  the  larger  proportion  of  wildcat  wells,  the  greater  average  depth,  and  generally 
higher  costs  incident  to  the  war.  The  average  time  required  for  drilling  Humble's 
wells  was  59  days  in  1944,  compared  with  44  in  1943  and  26  in  1942.  Humble's 
expenditures  on  drilling  and  equipping  wells  and  leases  were  $34,000,000  last 
year,  compared  with  $18,700,000  in  1943.  The  dry  holes  drilled  in  1944  cost 
$11,700,000,  or  about  $105,000  each,  wheeras  the  dry  holes  in  1943  cost  $5,300,000, 
an  average  of  $62,000.  The  cost  of  producing  wells  completed  increased  from  an 
average  of  $30,000  in  1942  to  $47,000  in  1943  and  $66,500  in  1944. 

The  higher  cost  of  discovering  and  developing  reserves  experienced  by  Humble 
in  1944  is  part  of  the  general  trend  for  the  entire  industry.  The  fact  that  dis- 
coveries of  new  oil  are  running  substantially  less  than  they  did  during  the 
previous  decade,  while  expenditures  for  exploration  and  development  are  now 
far  above  that  level,  demonstrates  clearly  that  the  industry's  replacement  cost 
is  greater  than  the  cost  of  the  oil  now  being  produced.  The  current  favorable 
operating  results  in  the  industry  are  due  to  high  rates  of  production  and  the 
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successful  finding  experience  of  the  1930's.  The  petroleum  industry  will  experi- 
ence substantially  higher  unit  costs  of  production  when  output  declines  from  the 
present  abnormal  levels  and  a  larger  proportion  of  the  total  is  the  high-cost  oil 
found  now  and  in  the  future. 

The  future  supply  of  oil  for  civilian  needs  and  national  security  is  endangered 
by  two  factors:  (1)  The  higher  taxes  that  the  industry  will  have  to  pay  if,  in 
accordance  with  a  recent  court  decision,  long-established  Government  regulations 
are  changed  to  require  charging  intangible  drilling  costs  to  capital  rather  than 
to  expense;  (2)  the  continued  restriction  of  prices  to  prewar  levels.  Prices  cur- 
rently are  at  the  levels  that  prevailed  in  1937,  even  though  the  cost  of  replacing 
oil  is  now  much  greater.  Present  prices  do  not  provide  sufficient  incentive  for 
experienced  operators  to  search  for  and  develop  new  reserves.  Exploration  work 
will  have  to  be  expanded  even  above  current  levels  before  new  discoveries  equal 
production.  This  is  not  likely  to  occur  unless  oil  prices  are  raised.  The  increase 
required  to  maintain  adequate  reserves  will  be  greater  if  added  tax  burdens  reduce 
the  return  to  producers.  The  time  to  increase  prices  is  now,  for  the  relation 
of  supply  and  demand  in  the  postwar  transition  period  will  make  it  difiicult,  if 
not  impossible,  to  secure  higher  prices.  An  increase  in  the  price  of  crude  oil, 
with  corresponding  changes  in  product  prices,  should  be  authorized  promptly  to 
assist  in  maintaining  adequate  petroleum  supplies. 

Standard  Oil  Co.  (Indiana) — 19-'f4  annual  report: 

While  this  large  amount  of  crude  production  was  a  major  factor  in  the  increased 
net  earnings  of  our  companies  it  must  be  kept  in  mind  that  to  a  substantial  extent 
this  represented  the  liquidation  of  crude  reserves  acquired  at  relatively  low  cost 
during  the  past  years,  which,  judging  from  recent  experience,  can  only  be  replaced 
at  much  higher  costs  because  the  cost  of  finding  oil  in  this  country  has  steadily 
increased  for  the  past  several  years. 

Statement  hy  Dr.  Robert  E.  Wilson,  chairman  of  the  "board  of  Standard  Oil  Co. 
{Indiana)  as  quoted  by  the  Associated  Press: 

Insofar  as  these  profits  (Standard  of  Indiana,  first  quarter  of  1945)  come  from 
crude  production,  they  are  to  some  extent  fictitious  because  we  are  in  effect  selling 
off  our  shelves  goods  which  cannot  be  replaced  at  anything  like  the  previous  cost. 

The  OPA  justifies  ceiling  prices  on  crude  oil  on  the  basis  that  most  producing 
companies  are  showing  good  earnings,  but  this  overlooks  the  fact  that  the  cost  of 
finding  new  domestic  crude  reserves  has  increased  three  or  four  fold  during  the 
past  decade. 

Union  Oil  Co.  of  California — First  quarter  19Jf5  report: 

The  difliculty  of  increasing  reserves  through  new  discoveries  alone  is  stressed 
by  the  record  of  the  industry  in  California  last  year.  During  that  period,  214 
wildcat  wells  were  drilled,  but  only  15  found  any  oil.  These  15  were  credited  with 
discovering  a  reserve  of  11  million  barrels — less  than  4  percent  of  the  oil  with- 
drawn from'  the  State  during  the  year. 

*  *  *  *  *  4:  * 

Discouragement  develops  not  from  the  inability  to  find  new  oil,  but  from  the 
cost  of  finding  it  compared  with  present  day  sales  prices.  Today,  the  average 
barrel  of  oil  sells  for  $1.02.  But  by  comparison,  it  has  been  estimated  that  to  find 
new  reserves  of  11  million  barrels  of  oil  last  year,  the  California  industry  sjient 
around  14  million  dollars,  or  at  a  rate  of  slightly  over  $1.25  per  barrel.  Before 
the  oil  is  finally  recovered,  this  cost  will  be  still  higher,  for  a  great  number  of 
development  wells  must  be  drilled.  And  drilling  and  other  production  costs  are 
so  much  greater  today  than  they  were  before  the  war.  Advanced  wages,  accen- 
tuated by  overtime,  as  well  as  increased  costs  for  tools  and  materials,  account 
for  this  rise. 

While  in  1890  it  only  cost  $2,500  to  drill  an  average  well  in  the  California 
fields — today,  because  we  go  much  deeper,  and  use  such  expensive  equipment,  it 
costs  almost  26  times  as  much. 

If  oil  prices  were  not  largely  historical  in  their  origin — and  in  no  way  realistic 
under  today's  operating  conditions — adjustments  balancing  increased  costs  would 
have  been  made  long  ago.  Unfortunately,  Government  pricing  authorities  cannot 
grasp  the  true  situation — or  do  not  wish  to  recognize  present  inequities — in  spite 
of  the  fact  that  oil  is  internationally  considered  one  of  war's  foremost  munitions. 
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In  view  of  the  high  costs  of  discovering  and  producing  oil,  Union  has  acquired 
proved  reserves  by  direct  purchase  wherever  practical.  During  1944  such  trans- 
actions increased  our  underground  supplies  by  around  24  million  barrels. 

However,  we  can't  rely  on  such  purchases  to  meet  all  our  requirements.  There- 
fore, we  have  expanded  exploration  and  development  activities  wherever  we  have 
felt  there  is  any  possibility  of  finding  oil. 

*  *  *  *  *  «  • 

But  with  fair  adjustment  of  prices,  Union  Oil  and  the  rest  of  the  industry 
could  afford  to  go  farther  afield  in  its  search  for  oil.  We  could  also  expand 
development  and  research  activities  to  stretch  the  over-all  supply. 

SUPPLEMENT 

This  supplement  contains  the  over-all  totals  from  the  Crude  Petroleum  Produc- 
tion Survey  as  transcribed  by  this  committee  from  the  punch-card  listings  trans- 
mitted to  it  by  the  Office  of  Price  Administration  per  letter  dated  November  28, 
1945. 

The  punch-card  listings  cover  all  the  data  appearing  on  the  cards  with  totals 
for  each  line  under  each  class  for  each  period  by  classes  1  to  8,  inclusive,  and  for 
each  of  the  segments  1,  2,  and  4  with  combined  totals  of  the  three  segments  in 
each  separate  class. 

The  committee's  transcription  as  presented  in  the  supplement  covers  classes 
1  to  6,  inclusive,  including  the  segments  in  each  class  and  the  totals  of  the 
segments  in  each  class. 
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Senator  Moore.  You  may  proceed,  Mr.  Becker. 
Mr.  Becker.  I  will  take  just  a  couple  more  minutes,  then,  in  reading 
the  statement. 

CRUDE  REPLACEMENT   COSTS  EXCEED  GROSS   INCOME  FROM  CRUDE 

The  following  replacement  cost  calculations  are  based  upon  data 
collected  by  the  Office  of  Price  Administration  in  the  crude  oil  industry 
cost  survey  which  was  completed  on  June  30,  1945.  These  data  were 
received  by  the  National  Crude  Oil  Industry  Advisory  Committee 
on  November  28,  1945.  This  study  covers  a  larger  group  than  was 
covered  by  the  committee.    These  data  indicate : 

1.  The  average  cost  of  finding,  developing  and  producing  crude 
petroleum  rose  from  69  cents  per  barrel  in  the  years  1936-39  to  $1.60 
per  barrel  in  1944. 

2.  During  the  base  period,  1936-39,  the  average  excess  of  crude  oil 
income  over  replacement  cost  was  47  cents  per  barrel  but  in  1944  re- 
placement cost  was  36  cents  greater  than  gross  income. 

3.  A  national  average  price  of  $2  for  crude  petroleum,  exclusive  of 
subsidy,  would  have  been  necessary  in  1944  in  order  to  have  maintained 
the  base  period  margin  of  46  cents  per  barrel  and,  on  the  basis  of 
replacement  cost  for  that  year,  to  have  provided  the  industry  with 
the  funds  required  to  replace  the  volume  of  oil  produced  with  an 
equal  volume  of  newly  discovered  and  developed  reserves. 

SUMMARY  OF  COST  SURVEY  DATA 

This  study  is  based  upon  data  reported  by  184  producers  of  crude 
oil,  which  in  1944  produced  56  percent  of  total  domestic  net  produc- 
tion. The  data  considered  understate  crude  oil  costs  and  overstate 
bookkeeping  profits,  particularly  with  respect  to  19'44,  for  the  reasons 
set  forth  below : 

1.  The  output  of  producers  included  in  the  cost  study  was  37  per- 
cent greater  in  1944  than  in  1941,  whereas  the  output  of  producers 
not  included  in  the  study  increased  only  6  percent  during  the  same 
period. 

2.  The  data  considered  are  heavily  weighted  by  the  integrated 
companies  whose  costs  were  smaller  and  profits  larger  than  those  of 
either  the  large  or  small  independent  producers  whose  returns  are 
considered. 

3.  The  data  considered  do  not  reflect  the  results  of  the  thousands 
of  small  producers  not  considered  in  this  study.  As  the  average  pro- 
duction and  average  production  per  well  of  such  producers  was  much 
smaller  than  the  averages  of  those  considered,  their  costs  undoubtedly 
were  much  larger  and  their  profits,  if  any,  were  undoubtedly  smaller 
than  those  of  the  producers  considered  in  this  study. 

METHOD  OF  COMPUTING  REPLACEMENT  COST 

The  computation  of  current  replacement  cost  must  he  based  on 
consideration  of  total  cash  expenditures  or  costs  incurred,  rather  than 
bookkeeping  charges. 

The  statistical  procedure  used  in  the  determination  of  replacement 
cost  per  barrel  involves  the  division  of  all  expenditures  or  costs  into 
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three  parts,  corresponding  to  the  three  distinct  activities  of  the  oil 
producing  industry,  namely — 

1.  Operation  of  productive  wells. 

2.  Drilling  and  equipping  productive  wells  which  is  classified  as 
development. 

3.  Exploring  for  oil. 

The  cost  of  each  of  these  activities,  including  an  appropriate  part 
of  general  overhead,  must  be  dealt  with  separately,  as  operating  costs 
relate  exclusively  to  volume  of  production,  and  development  relates 
exclusively  to  the  volume  of  reserves  recoverable  from  such  develop- 
ment or  productive  wells,  while  exploratory  costs  relate  exclusively 
to  the  volume  of  oil  found  or  to  be  found  as  a  result  of  exploration. 

REPLACEMENT  COSTS 

The  separate  details  on  costs,  income  and  margin  are  presented  in 
table  2. 


Table  2. — Analysis  of  total  cost  of  finding,  developing,  and  producing  crude 
petroleum  pd^  barrel  on  replacement  basis,  gross  income  per  barrel  and  margin 
of  gross  income  over  replacement  cost 


Year 

Operat- 
ing cost 

Develop- 
ing cost 

Finding 
cost 

Total 
replace- 
ment cost 

Total 

gross 

income 

Margin 
of  gross 
income 

over 
replace- 
ment cost 

1936 

$0.  266 
.279 
.317 
.297 

$0.  218 
.220 
.205 
.190 

$0. 182 
.147 
.166 
.359 

$0.  666 
.646 
.688 
.846 

$1. 129 
1.218 
1.183 
1.070 

$0.  463 

1937 

.572 

1938 

1939... 

.495 
.224 

Average,  1936-39 

.290 
.292 
.314 
.308 
.311 

.209 
.205 
.225 
.299 
.381 

.186 
.270 
.416 
.447 
.907 

.685 
.767 
.955 
1.054 
1.599 

1.151 
1.170 
1.214 
1.228 
1.244 

.466 

1941 

.403 

1942 .- 

.259 

1943 

.174 

1944 

I  .355 

1  Deficit. 

The  foregoing  table  understates  replacement  cost  for  the  industry 
as  a  whole  because  the  data  considered  in  this  study  are  mainly  those 
of  the  largest  producers  whose  costs  are  smaller  than  the  average  for 
the  industry  and  who  had  the  bulk  of  the  increase  in  production  from 
1941  to  1944. 

The  replacement  cost  data  were  developed  through  the  consistent 
application  of  the  same  statistical  method  to  the  figures  for  each  of 
the  8  years  considered. 

OPERATING   EXPENDITURES 

Operating  expenditures  or  lifting  costs  for  the  group  surveyed 
show  only  a  small  increase  per  barrel  of  production  in  1944  over  the 
1936-39  period ;  however,  there  is  a  substantial  difference  in  operating 
costs  of  the  large  companies  as  compared  with  small  companies.  In 
the  1936-39  period,  integrated  company  operating  costs  were  27  cents 
per  barrel.  In  the  same  period,  small  independent  companies'  com- 
parable costs  were  41  cents  per  barrel  or  14  cents  per  barrel  higher 
than  the  large  company  costs. 
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In  the  year  1944  small  independent  companies'  operating  costs  per 
barrel  averaged  28  cents  higher  than  the  operating  costs  of  large 
integrated  companies. 

Table  3. — Operating   (lifting)   costs  per  barrel  of  crude  petroleum  produced, 
combined  group  in  survey  and  by  separate  segments  in  the  group 

[Per  net  barrel  produced] 


Combined  group  operating 
costs 

Operating  costs  by  separate 
segments 

Year 

Operat- 
ing ex- 
pendi- 
tures 

Produc- 
tion (net 
barrels) 

Cost 

Inte- 
grated 

com- 
panies 

Large 
independ- 
ents 

Small 
independ- 
ents 

1936                    

$119, 282 
146,694 
156, 323 
154, 762 

448,835 
526,248 
493,  578 
520,  763 

$0.  266 
.279 
.317 
.297 

$0,248 
.259 
.300 
.277 

$0,369 
.392 
.387 
.390 

$0,406 

1937 

.383 

1938—- - 

.432 

1939  ...                     .                 . 

.422 

Average,  1935-39      

144,  266 
172, 686 
188,891 
212, 458 
247,896 

497, 356 
592, 274 
601, 330 
690, 146 
798,  355 

.290 
.292 
.314 
.308 
.311 

.271 
.276 
.300 
.290 
.295 

.386 
.346 
.350 
•       .377 
.366 

.411 

1941 

.447 

1942... 

.518 

1943 -  

.559 

1944 

.577 

Total  operating  cost  does  not  include  provision  to  cover  under- 
maintenance  of  properties  caused  by  shortages  of  manpower  and  ma- 
terials during  the  past  few  years  although  the  cost  of  making  good 
such  undermaintenance  actually  relates  to  oil  produced  during  the 
period  when  the  undermaintenance  accrued. 

Many  fields  recently  were  producing  in  excess  of  maximum  efficient 
rates,  causing  irrecoverable  loss  of  part  of  the  reserves  which  other- 
wise could  be  profitably  produced. 

The  increase  in  output  per  well  resulted  in  a  cost  per  barrel  which 
obscures  the  much  sharper  increase  in  cost  as  shown  by  cost  per  well. 

The  reduced  operating  cost  per  barrel  caused  by  abnormal  output 
does  not  increase  materially,  if  at  all,  the  value  ultimately  to  be 
realized  from  production  of  proved  reserves,  as  abnormal  produc- 
tion merely  accelerates  the  normal  increase  in  future  operating  costs, 
especially  in  causing  installation  of  pumping  equipment  sooner  than 
otherwise  would  be  necessary.  The  abnormal  production  necessary  to 
supply  oil  and  products  needed  for  the  war  effort  has  in  effect 
"skimmed  the  cream"  from  the  value  realizable  from  proved  reserves. 
This  process  has  not  been  of  benefit  to  the  industry  as  it  still  must 
pay  the  penalty  for  abnormal  production  in  the  form  of  increased 
future  operating  cost. 

The  group  surveyed  covers  a  little  over  one-fourth  of  the  produc- 
ing oil  wells  in  the  country ;  however,  the  production  from  those  wells 
in  1944  was  56  percent  of  the  Nation's  total.  A.  comparison  between 
large  and  small  volume  operations  shows  that  integrated  companies' 
production  is  over  three  times  the  volume  per  well  of  wells  operated 
by  the  small  independents  covered  in  the  survey.  The  production 
and  wells  not  covered  in  the  survey  average  very  closely  to  the  same 
results  per  well  and  per  day  as  was  experienced  by  the  small  in- 
dependent companies. 
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The  upward  trend  in  operating  cost  per  well  greatly  exceeds  the 
rise  in  the  volume  of  production  per  well.  Average  annual  operating 
cost  per  producing  oil  well  is  a  little  more  than  double-the  comparable 
cost  of  operating  small  company  wells ;  however,  production  from  the 
larger  company  wells  was  more  than  three  times  the  volume  produced 
from  the  smaller  companies'  wells.  Hence,  larger  volume  production 
results  in  lower  unit  cost  of  operation. 

WELL  COSTS  INCREASE 
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The  above  chart,  entitled  "Well  Costs  Increase,"  illustrates  that 
one  of  the  principal  factors  of  increased  costs  in  petroleum  produc- 
tion is  the  rise  in  the  cost  of  development.  These  costs  calculated 
on  a  basis  of  productive  wells  drilled  rose  from  about  $30,000  per 
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productive  well  drilled  in  the  1936-39  period  to  approximately  $55,000 
per  productive  well  in  1944.  Translated  into  costs  per  foot  drilled 
the  average  rose  from  $8.40  per  foot  in  1936-39  to  $12.69  per  foot 
drilled  in  1944. 

Table  4. — Development  expenditures  per  barrel  of  crude  petroleum  reserves 

developed 


Year 


Develop- 
ment ex- 
penditures 
reported 
in  survey 
(thousands 
of  dollars) 


Reserves 
developed 

reported 
in  survey 
(thousands 
of  barrels) 


Develop- 
ment 

cost  per 
barrel 


1936 

1937 - — - 

1938 

1939 

Average,  1936-39 

1941 

1942 

1943 

1944- 


208, 926 
2S2,  849 
235,  738 
196,  330 


960,  573 
1, 287, 358 
1, 148,  674 
1, 032, 170 


.218 
.220 
.205 
.190 


230, 961 
227, 101 
156,  438 
165, 329 
285, 693 


1, 107, 193 

1, 107,  619 

695,  064 

552, 816 

750,298 


.209 
.205 
.225 
.299 
.381 


Note. — The  estimated  oil  reserves  used  in  determinLng  development  cost  on  a  replacement  basis  are 
the  same  as  the  estimated  reserves  used  in  determining  items  representing  a  large  portion  of  bookkeeping 
cost;  i.  e.,  depletion,  amortization  of  intangible  drilling  cost  charged  to  capital  account,  and  depreciation 
of  tangible  equipment  where  computed  on  the  customary  "unit  of  production"  method. 

Table  5. — Average  development  cost  of  productive  oil  wells  completed  and  per 
foot  drilled  as  reported  hy  group  in  survey 


Productive  oil  wells 
completed 

Average  develop- 
ment cost 

Year 

Number 

Average 
depth 
in  feet 

Per  net 
produc- 
tive oil 
well  com- 
pleted 

Per  foot 
drilled 

1936          .  

6,705 
8,912 
7,253 
7,051 

3,532 
3,734 
3.765 
3,652 

$31, 159 
31,  737 
32,502 

27,844 

$8.82 

1937                        .        .  . 

8.50 

1938                     

8.63 

1939 

7.62 

Average,  1936-39                                     -  

7,430 
7,641 
4,222 
3,828 
5,228 

3,671 
3,898 
4,121 
3,932 
4,307 

30, 810 
29,721 
37, 053 
43, 189 
54, 646 

8.40 

1941                                   _.      .  ... 

7.63 

1942                     - 

9.02 

1943                   

10.99 

1944 - 

12.69 

Details  by  years  of  development  costs  are  presented  in  tables  9 
and  10.  Development  costs  expressed  in  costs  per  barrel  of  crude 
reserves  developed  rose  from  21  cents  per  barrel  in  1936-39  to  38 
cents  per  barrel  in  1944. 

The  increase  in  average  cost  per  well  was  caused  partly  by  the  in- 
crease in  wages  and  equipment  costs  and  partly  by  the  increasingly 
greater  depth  of  producing  horizons  of  fields  under  development.  The 
added  cost  of  deeper  drilling  is  much  greater  than  in  proportion  to  in- 
crease in  depth  as  shown  by  increase  in  average  cost  per  foot.  Increased 
depth  is  not  offset  by  increased  recovery  per  acre.  The  most  prolific 
oil-bearing  formations  known  to  geologists  are  at  depths  now  con- 
sidered as  relatively  shallow.    Many  fields  recently  developed  have 
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such  a  small  recovery  per  acre  that  their  development  would  have 
been  regarded  as  a  marginal  operation  only  a  few  years  ago.  Such 
fields  have  been  and  are  being  developed  only  because  of  the  failure 
to  discover  more  prolific  areas. 

The  actual  increase  in  development  cost  per  barrel  is  obscured  to 
some  extent  by  the  40-acre  spacing  requirement. 

Table  6. — Approximate  finding  cost  per  barrel  of  crude  petroleum  discovered — 

on  replacement  basis 


Year 

Finding  costs 

incurred  by 

group  surveyed 

(thousands  of 

dollars) 

Estimated  new 
reserves  dis- 
covered by 

group  surveyed 

(thousands  of 

barrels) 

Finding 

cost  per 

barrel 

1936  .-        

121, 169 
148,  714 
142, 800 
121,  791 

664, 921 

1,011,309 

860,  733 

337,804 

$0. 182 

1937                                                    --                       

.147 

1938     - 

.166 

1939... - 

.359 

Average,  193&-39 

133,  619 
144,  856 
151, 935 
191,  961 
285,  254 

718, 692 
537,097 
364, 881 
429,  838 
314, 488 

.186 

1941 

.270 

1942                               .                     

.416 

3943 - 

.447 

1944 

.907 

Most  of  the  finding  costs  incurred,  as  shown  in  table  6,  consist  of 
the  cost  of  dry  holes  completed,  unsuccessful  geophysical  surveys,  and 
other  definitely  realized  losses  from  which  little  or  no  future  benefit 
could  possibly  result.  Some  future  discoveries  may  result  from  a 
relatively  small  part  of  the  amounts  shown,  which  represent  the  cost 
of  nonproductive  properties  purchased,  cost  of  geophysical  and  geo- 
logical work  which  led  to  the  purchase  of  such  properties,  and  rentals 
and  other  costs  incident  to  ownership  of  nonproductive  properties. 
In  the  past,  there  has  been  a  normal  "lag,"  averaging  about  3  years, 
between  expenditures  relating  to  acquisition  of  nonproductive  prop- 
erties and  discoveries  that  may  result,  but  this  "lag"  has  probably 
been  materially  reduced  by  the  recent  expansion  in  exploratory  drill- 
ing. Some  of  the  discoveries  made  in  1943  and  1944  resulted  from 
exploratory  expenditures  made  a  few  years  earlier,  whereas  some  of 
the  expenditures  in  those  years  may  result  in  discoveries  a  few  years 
later.  Consequently,  there  is  a  normal  overlap  of  discoveries  from 
year  to  year. 

It  is  assumed  that  this  overlap  will  "average  out"  and  that  the 
finding  costs  incurred  each  year  will  result  in  discoveries  equal  to 
the  volume  of  oil  actually  discovered  in  the  same  years,  as  estimated 
by  the  Petrole'jm  Administration  for  War.  This  assumption  seems 
not  only  reasonable  but  also  conservative  when  considered  in  relation 
to  the  definitely  downward  trend  in  volume  of  discoveries,  and  the 
increasing  difficulty  of  finding  oil. 

In  order  to  simplify  compilation  of  replacement  cost  data,  the  cost 
of  productive  exploratory  wells  completed  is  included  in  development 
cost  and  not  in  finding  costs  incurred.  This  is  a  minor  inconsistency 
which  has  the  effect  of  understating  total  replacement  cost  per  barrel, 
inasmuch  as  in  each  recent  year  the  total  volume  of  reserves  developed 
was  substantially  greater  than  the  volume  of  discoveries. 
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Table  6  shows  that  the  very  sharp  increases  in  finding  cost  per 
barrel  results  from  the  upward  trend  in  exploratory  expenditures 
combined  with  the  downward  trend  in  discoveries. 

The  calculation  of  discoveries,  as  estimated  in  this  study  of  finding 
costs,  is  set  forth  in  table  7 : 

Table  7. — Estimated  new  discoveries  of  producers  in  survey 


Year 

Total  new- 
discoveries 
estimated 
by  PAW 

Less  aver- 
age royalty 
of  14.323 
percent 

Net  new 

discoveries 

of  entire 

industry 

Net  pro- 
duction of 
producers 
in  study  as 
percent  of 
total 

Discoveries 

of  producers 

in  study 

1936 

1,000  barrels 

1.627,000 

2,  454. 000 

2, 115, 000 

818, 000 

1,000  barrels 
233, 035 
351,  486 
302, 931 
117, 162 

1,000  barrels 

1,393,965 

2, 102,  514 

1,  812, 069 

700,  838 

Percent 
47.7 
48.1 
47.5 
48.2 

1,000  barrels 
664, 921 

1937          . 

1,011,309 

1938...     - -      

860,  733 

1939 - 

337, 804 

Average.  .    __  _ . .. 

1,753,500 

1,  269, 000 

840, 000 

936,000 

659,000 

251, 154 
181.759 
120,  313 
134, 063 
94, 389 

1, 502,  346 

1, 087,  241 

719,  687 

801,937 

564,  611 

47.9 
49.4 
50.7 
53.6 
55.7 

719,  624 

1941 

537, 097 

1942 

364,  881 

1943 _  . 

429, 838 

1944 - 

314, 488 

Prevailing  prices  do  seriously  discourage  the  exploration  for  and 
development  of  new  reserves,  even  though  oil  may  continue  to  be  pro- 
duced from  existing  wells  because  there  is  no  other  alternative  except 
shutting-in  production,  which  is  seldom  possible  because  of  drainage 
by»others  and  the  financial  needs  of  most  producers.  The  advisory 
committee  is  convinced  from  the  data  developed  by  this  survey  and 
by  its  own  experience  that  the  cost  of  finding  and  developing  oil  has 
increased  greatly  in  recent  years.  Operators  may  continue  to  pro- 
duce oil  if  no  relief  is  granted  in  price  ceilings,  but  they  would  be 
foolish  to  carry  on  an  active  program  of  exploration  and  development 
when  there  is  little  or  no  prospect  for  a  return  commensurate  with  the 
risks  involved. 

The  maintenance  of  inadequate  and  uneconomic  crude-oil  price  ceil- 
ings virtually  eliminated  any  expectation  of  profit  from  risking  funds 
in  replacement  operations,  which  undoubtedly  is  one  of  the  most  im- 
portant reasons  for  the  decrease  in  the  proportion  of  gross  income  uti- 
lized for  replacement  operations  during  1941  to  1944,  inclusive,  as 
shown  in  table  2.  Furthermore,  inadequate  prices  failed  to  provide 
many  producers,  especially  small  independents,  with  sufficient  income 
to  maintain  their  normal  volume  of  exploratory  operations.  The 
small  independent  producers  included  in  this  study  who  operated 
throughout  the  period  from  1936  to  1944,  inclusive,  reported  an  aver- 
age of  356  exploratory  wells  completed  each  year  during  the  base  pe- 
riod but  their  exploratory  drilling  declined  to  only  107  completions 
in  1944.  During  that  year  their  total  expenditures  exceeded  gross  in- 
come, which  probably  explains  the  drastic  curtailment  in  their  ex- 
ploratory drilling  operations.  Exploratory  drilling  operations  of  the 
entire  industry  increased  but  the  curtailment  of  exploratory  operations 
of  the  small  independents  was  extremely  unfortunate  as  they  have  con- 
sistently been  peculiarly  effective  in  discovering  new  oil  fields.  Since 
the  war  ended,  the  number  of  well  completions  has  decreased,  weekly 
completions  being  fewer  than  during  the  war  and  considerably  less 
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than  in  prewar  years.  This  decrease  in  drilling  activity  apparently  is 
attributable  largely  to  the  discouragement  and  lack  of  confidence 
throughout  the  industry,  caused  by  continuance  of  inadequate  crude  oil 
prices.  The  advisory  committee  is  convinced  that  the  maintenance  of 
inadequate  crude  oil  price  ceilings  by  the  Office  of  Price  Administra- 
tion is  a  major  cause  of  the  reduction  in  proved  reserves  and  productive 
capacity  that  occurred  during  the  period  of  governmental  price  control 
and  that  further  adverse  changes  in  the  industry's  situation  are  un- 
avoidable unless  price  control  is  terminated  or  unless  the  policy  of  the 
OPA  with  respect  to  crude  oil  is  changed  substantially. 

Certain  changes  in  conditions  in  recent  months  and  further  changes 
in  prospect  for  1946  result  primarily  from  termination  of  the  war. 

The  principal  effect  of  termination  of  the  war  is  the  substantial 
curtailment  of  crude-oil  output  that  has  already  occurred  and  the 
further  large  reduction  that  is  in  prospect  over  the  next  year  or  two. 
The  increased  gross  income  from  recent  abnormal  production  was  in- 
sufficient to  provide  funds  required  for  exploratory  operations  on  a 
scale  large  enough  to  replace  oil  produced  with  an  equal  volume  of 
newly  discovered  reserves  and  newly  developed  reserves. 

The  decrease  in  income  from  curtailed  output  cannot  possibly  be 
offset  by  a  proportionate  reduction  in  crude-oil  costs  and  expenses. 
Many  classes  of  expense  must  remain  relatively  constant  in  total 
amount  at  the  1945  level  (or  may  go  higher)  which,  with  reduced 
volume,  will  naturally  increase  cost  per  barrel  and  reduce  profit  al- 
though some  elements  of  cost  will  remain  relatively  constant  in  terms 
of  cost  per  barrel  and  thereby  will  decrease  in  total  amount  in  propor- 
tion to  reduction  in  output. 

The  industry  must  also  cope  with  cost  increases  caused  by : 

1.  Normal  increase  in  per  barrel  cost  of  operating  productive  wells 
resulting  primarily  from  natural  decline  but  now  aggravated  by  recent 
abnormal  production,  which  "skimmed  the  cream"  from  the  value 
realizable  from  proved  reserves. 

2.  Normal  increase  in  costs  of  all  kinds  attributable  to  conditions 
causing  long-term  trend  toward  higher  crude-oil  costs. 

3.  Increases  in  costs  affecting  all  industries,  with  basic  hourly 
wages  now  permanently  established  at  a  substantially  higher  level 
than  that  which  obtained  prior  to  termination  of  the  war  or  even  dur- 
ing the  war. 

The  favorable  factors  which  will  tend  toward  cost  reduction  are: 

1.  Greater  efficiency  and  effectiveness  of  producing  organizations 
resulting  from  return  of  employees  (especially  scientific  and  tech- 
nical personnel)  from  military  service. 

2.  Availability  of  materials  and  supplies  of  prewar  quality  or 
better. 

While  these  favorable  factors  are  extremely  important,  they  are 
imponderables  which  are  not  now  susceptible  of  statistical  evaluation. 

There  has  been  no  improvement  in  oil-finding  technique  that  would 
indicate  the  possibility  of  decline  in  replacement  cost  in  1946 ;  in  fact 
it  now  seems  certain  that  costs  will  be  higher  in  1946  than  in  1944. 

Conditions  are  changing  almost  daily  that  add  additional  burdens 
upon  the  oil  operator.  Presently  we  are  faced  with  increased  costs 
resulting  from  increase  in  steel  prices.     Just  how  much  this  will  add 
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to  the  cost  per  barrel  of  crude  oil  is  not  presently  known  but  it  def- 
initely will  add  to  the  cost  per  barrel. 

The  independent  oil  producer  is  of  the  firm  conviction  that  with 
sufficient  production  capacity  available  to  meet  present  demands  that 
there  is  no  reason  for  not  immediately  removing  the  ceiling  price  on 
crude  petroleum.  He  is  also  of  the  opinion  that  if  this  is  not  done, 
immediate  steps  should  be  taken  to  lift  the  ceiling  price  of  crude  oil 
at  least  35  cents  per  barrel  which  should  help  restore  confidence 
throughout  the  industry  that  its  peculiar  problems  are  understood 
by  those  who  determine  prices,  with  the  result  that  exploratory  activity 
and  discoveries  will  be  greatly  stimulated.  If  this  proves  to  be  correct, 
the  resulting  decrease  in  cost  combined  with  the  effect  of  other  factors 
tending  to  reduce  cost  may  obviate  the  necessity  for  further  price  in- 
crease, but  this  of  course  would  have  to  be  determined  from  time  to 
time  as  the  situation  develops.  Any  increase  in  crude  oil  ceiling  prices 
should  not  be  nullified  by  failure  to  provide  for  appropriate  compensa- 
tory increases  of  refined  products. 

Mr.  Fraser.  Do  you  see  any  complications  resulting  from  an  im- 
mediate abolition  of  OPA  controls  in  the  entire  oil  industry? 

Mr.  Becker.  It  probably  should  be  done  in  an  orderly  fashion. 
I  think  that  there  are  possibly  some  who  are  presently  receiving 
subsidy  payments  that  have  built  their  program  for  the  next  few 
weeks  upon  the  receipt  of  that. 

However,  if  we  were  notified  today,  for  instance,  that  they  were 
to  be  decontrolled  within  a  certain  specified  time,  we  could  plan 
accordingly,  and  I  think  that  is  the  way  we  would  like  to  see  it. 

Mr.  Fraser.  Then  everything  would  go  off  smoothly  and  the  adjust- 
ments made,  you  say,  without  any  undue  hardship  on  anybody  ? 

Mr.  Becker.  That  is  right. 

Mr.  Eeppert.  Senator  Moore,  you  were  not  here  this  morning  when 
I  made  the  statement  for  the  Office  of  Price  Administration  that  we 
are  quite  anxious  to  put  into  effect  a  price  suspension  program  for 
this  industry.  Mr.  Bowles  has  already  indicated  that.  Mr.  Bowles' 
statement  said  that  within  6  months  we  should  be  able  to  place  into 
effect  the  price  suspension  program,  possibly  prior  to  June  30.  That 
was  the  statement  he  made  last  week  in  a  letter  to  Congressman 
Patman. 

Senator  Moore.  You  said  within  6  months,  and  possibly  prior  to 
June  30? 

Mr.  Reppert.  That  is  right. 

Senator  Moore.  That  is  the  time  the  FYice  Control  Act  expires  ? 

Mr.  Reppert.  That  is  right. 

Mr.  Becker.  I  think  the  oil  industry  would  like  to  know  as  soon  as 
possible  an  exact  date,  so  we  could  plan  accordingly. 

Senator  Moore.  "Would  you  recommend  an  early  date  or  a  deferred 
date  ? 

Mr.  Becker.  I  would  recommend  a  rather  early  date,  the  earlier 
the  better. 

Senator  Moore.  You  would  be  willing  to  let  it  continue  to  June 
30  though? 

Mr.  Becker.  What  is  that? 

Senator  Moore.  You  would  be  willing  to  let  it  continue  to  June  30  ? 

Mr.  Becker.  Yes,  if  we  knew  now  or  within  a  reasonably  short 
time  that  it  would  expire  on  June  30. 


THE  INDEPENDENT  PETROLEUM   COMPANY  321 

Senator  Moore,  We  will  not  know  that  until  Congress  acts. 

Mr.  Becker.  No,  I  mean  on  the  decontrol. 

I  would  like  to  call  your  attention  to  a  booklet  that  has  been  laid 
before  you  and  just  released  by  the  Independent  Petroleum  Associa- 
tion. It  tells  a  story  that  I  have  been  talking  about.  I  do  not  think 
it  is  necessary  to  put  that  in  the  record ;  I  just  wanted  to  call  it  to  your 
attention.  (Booklet  entitled  "These  Checks  Have  Always  Been 
Good.") 

Mr.  Brown.  Senator  Moore,  may  I  say  a  word  on  that  subject  of 
decontrol ? 

Senator  Moore.  Yes,  we  will  h'e  glad  to  hear  from  you,  Mr.  Brown. 

Mr.  Brown.  On  February  14,  1946,  this  statement  was  made : 

It  is  the  policy  of  the  Government  in  order  so  far  as  possible  to  prevent  price 
increases,  that  there  be  prompt  and  firm  enforcement,  during  the  present  emer- 
gency, of  Government  controls  over  scarce  materials  and  facilities. 

This  statement  was  made  in  Executive  Order  No.  9697,  signed  by  the 
President. 

On  January  1,  in  the  Fifth  Report  of  the  Director  of  War  Mobiliza- 
tion and  Reconversion,  we  find  this  statement : 

Price  ceilings  have  been  removed  from  several  thousand  items,  and  the  elimina- 
tion of  controls  is  going  ahead  on  items  relatively  insignificant  in  the  cost  of 
living.  Those  already  dropped  represent  only  a  small  percentage  of  the  total. 
The  continuation  of  heavy  general  inflationary  pressures  has  made  the  retention 
of  most  price  ceilings  necessary  to  the  maintenance  of  a  stable  economy.  They 
will  be  lifted  as  quickly  as  supply  approaches  balance  with  demand. 

Then  again,  Mr.  Bowles,  I  believe  it  was,  made  this  statement : 

Price  control  should  and  must  be  removed  as  rapidly  as  supply  conditions  per- 
mit. Barring  continued  labor-management  difficulties,  the  production  estimates 
for  1946  indicate  that  in  industry  after  industry  during  the  next  12  months,  we 
will  find  supply  and  demand  coming  into  balance.  As  that  occurs,  I  assure  you 
that  your  Government  will  move  promptly  to  eliminate  the  last  vestige  of  price 
restrictions  in  those  industries. 

Senator  Moore.  Wlien  was  that  statement  made  ? 

Mr.  Brown.  That  statement  was  made  by  Chester  Bowles  on  De- 
cember 6, 1945. 

Now,  before  the  Banking  and  Currency  Committee  at  their  hearing 
a  year  ago,  Mr.  Bowles  made  in  substance  tlie  same  statement : 

Supply  and  demand  have  been  in  balance  since  VJ-day. 

The  thing  that  concerns  the  industry  is  the  implementing  of  that 
sort  of  statement.  The  statement  was  repeated  again  the  other  day 
by  Mr.  Bowles,  and  it  was  repeated  by  Mr.  Snyder,  and  it  was  repeated 
by  Marriner  Eccles. 

We  work  with  Mr.  Reppert.  Now  what  I  would  like  to  see  is  some 
way  of  making  that  pronounced  policy  effective  in  Mr.  Reppert's  office. 
He  is  talking  "suspension"  of  ceilings,  which  is  an  entirely  different 
animal  from  taking  the  controls  off. 

Senator  Moore.  Yes,  I  know  that. 

Mr.  Brown.  And  suspension  of  ceilings  would  not  do  the  job. 

Senator  Moore.  Under  that  order,  you  could  reinstate  them  ? 

Mr.  Reppert.  Yes. 

Mr.  Brown,  That  just  leaves  them  subject  to  their  control. 

Senator  Moore.  Yes. 

Mr.  Brown.  That  is  all.    Thank  you. 
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Mr,  Reppert.  Senator  Moore,  I  do  not  know  whether  you  desire  to 
carry  on  further.  There  is  a  basic  disagreement  in  the  reports  they 
have  submitted  to  us  and  the  report  they  provided  today  in  the  method 
of  computing  costs.  I  refer  to  the  replacement  cost  factor.  If  you 
desire,  Mr.  Noble,  our  accounting  statistician,  could  comment  on  that. 
Whether  you  feel  it  is  necessary  or  not,  I  do  not  know. 

Senator  Moore.  How  long  would  that  take? 

Mr.  Reppert.  It  is  a  matter  of  5  minutes  or  so. 

Mr.  Fell.  Senator  Moore,  we  have  presented  all  of  our  testimony, 
except  my  summary.  I  was  wondering  whether  Mr.  Reppert  might 
prefer  to  wait  until  the  closing  of  the  testimony  after  my  summary 
is  presented ;  whether  you  would  rather  present  your  testimony  after- 
wards, Mr.  Reppert. 

Mr.  Reppert.  That  is  fine.  I  merely  thought  they  were  getting 
ready  to  adjourn. 

Senator  Moore.  All  right,  Mr.  Fell. 

Mr.  Fell.  Senator  Moore,  before  presenting  my  summary.  Senator 
O'Mahoney  asked  that  we  furnish  some  factual  information  with  refer- 
ence to  the  cooperatives,  the  farm  cooperatives.  We  have  a  report 
here  of  the  tax  policy  and  advisory  committee  on  cooperatives  in  the 
oil  industry,  to  the  sixteenth  annual  meeting  of  the  Independent  Pe- 
troleum Association  of  America,  on  October  IT,  1945,  which  I  would 
like  to  present  in  compliance  with  Senator  O'Mahoney's  request  for 
some  information  on  that  subject. 

Senator  Moore.  Very  well.     That  will  be  admitted. 

(The  report  referred  to  is  as  follows :) 

Report  of  the  Tax  Poucy  and  Advisory  Committee  on  Cooperatives  in  the  Oil 

IiroUSTBY  TO  the  SIXTEENTH  ANNUAL  MEETING  OF  THE  INDEPENDENT  PETROLEUM 

Association  of  America,  Tulsa,  Okla.,  October  17, 1945 

At  the  annual  meeting  of  the  board  of  directors  of  the  Independent  Petroleum 
Association  of  America  in  Dallas,  Tex.,  on  October  9,  10,  11,  1944,  the  following 
resolution  was  adopted : 

"That  the  subject  of  cooperatives  be  referred  to  the  tax  policy  and  advisory 
committee  to  develop  factual  data,  to  determine  the  equality  of  the  law  itself, 
the  procedure  and  particularly  the  effect  it  has  on  our  oil  industry  and  report 
to  the  membership." 

Your  committee  construed  this  resolution  in  the  light  of  the  questions  raised 
on  the  floor  of  that  meeting  and  classified  them  as  coming  under  three  classi- 
fications : 

1.  Whether  or  not  the  cooperatives'  profits  were  subject  to  income  taxes. 

2.  The  amount  of  public  funds  used  in  financing  cooperatives. 

3.  The  rate  of  interest  required  to  be  paid  on  loans  received  by  the  coopera- 
tives by  Government  agencies. 

Your  committee  has  complied  with  this  charge  and  has  made  extensive  study 
and  investigation  of  all  of  the  material  that  was  available  to  it.  It  found  that 
there  was  a  large  volume  of  material  published  on  the  subject,  the  trend  of 
which  was  adverse  to  the  methods  used  by  cooperatives.  Your  committee  has 
found  a  great  deal  of  material  pro  and  con  on  the  subject  but  it  was  believed 
that  its  functions  were  solely  to  find  and  furnish  factual  data  from  official  sources. 
Therefore,  this  report  is  limited  to  the  presentation  of  such  facts,  and  consists 
largely  of  quotations  from  publications  issued  by  governmental  agencies  or  the 
cooperatives'  officials. 

Cooperative  associations  are  exempt  from  the  payment  of  income  tax,  the  stamp 
tax  on  capital  stock  or  bonds  or  other  certificates  of  indebtedness,  the  excise 
tax  on  capital  stock,  and  the  excess  profits  tax,  if  they  meet  the  following 
requirements :  ^ 

'Application  of  the  Federal  Income. Tax  Statutes  to  Farmers  Cooperatives,  Cooperativa 
Research  and  Service  Division,  Miscellaneous  Report  No.  63,  p.  20. 
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1.  The  association  must  be  organized  and  operated  by  farmers  on  a  true 
cooperative  basis. 

2.  Substantially  all  of  the  capital  stock  with  voting  povi'er  shall  be  owned  by 
producer-patrons. 

3.  The  association  shall  not  do  more  than  half  of  its  business  (in  value) 
with  nonmembers. 

4.  An  association  must  deal  with  nonmembers  on  the  same  basis  as  members. 

5.  Purchasing  associations  shall  not  do  more  than  15  percent  of  their  busi- 
ness (in  value)  for  persons  who  are  neither  members  nor  producers. 

6.  Dividends  on  capital  stock  shall  be  limited  to  8  percent  per  year,  or  the 
legal  rate  in  the  State,  whichever  is  higher. 

7.  The  association  may  have  such  reserves  as  the  State  law  requires,  or  rea- 
sonable reserves  for  any  necessary  purpose. 

8.  Patronage  and  equity  records  must  be  maintained  and  must  be  permanently 
preserved. 

9.  Substantially  all  voting  rights  must  be  held  by  actual  producers  who  cur- 
rently patronize  the  association. 

Cooperatives  are  not  automatically  exempt  under  these  tax  laws.  They 
must  apply  for  and  receive  exempt  status. 

Associations  which  do  not  meet  the  above  requirements  and  are  not  exempt 
may  deduct  patronage  dividends  in  determining  taxable  income.  We  quote  from 
Legal  Phases  of  Cooperative  Association,  by  L.  S.  Hulbert,  Farm  Credit  Ad- 
ministration, page  263 : 

"If  an  association  is  not  exempt,  it  has  long  been  the  practice  of  the  Bureau 
to  allow  such  an  organization  in  computing  its  income  taxes  to  deduct  the 
amount  of  the  patronage  dividends  paid  by  it  to  its  members  or  patrons.  If, 
however,  such  an  association  is  paying  patronage  dividends  only  to  its  members, 
it  may  not  deduct  amounts  which  it  has  made  on  business  done  with  nonmembers, 
even  though  it  distributes  such  profits  in  the  guise  of  patronage  dividends  to 
its  members.  In  addition,  dividends  which  it  pays  on  its  capital  may  not  be 
deducted. 

"The  failure  to  distinguish  between  the  right  to  exemption  and  the  right  of  a 
nonexempt  association  to  deduct  patronage  dividends  has  led  to  confusion  and 
has  induced  the  belief  by  some  that  there  is  such  a  thing  as  partial  exemption. 
This  is  not  the  case.  The  right  to  deduct  patronage  dividends,  like  other 
authorized  deductions,  is  simply  one  that  may  be  made  in  computing  the  net 
taxable  income  of  an  asgociation,  which  is  taxable  on  its  net  income,  if  any." 

It  is  pointed  out,  however,  that  when  a  patronage  dividend  is  declared  as  a 
definite  liability  during  the  year,  it  need  not  be  paid  except  at  discretion  of  the 
directors.  We  quote  from  Application  of  the  Federal  Income  Tax  Statutes  to 
Farmers'  Cooperatives,  published  by  Cooperative  Research  and  Service  Division, 
Miscellaneous  Report  No.  63,  page  135  : 

"There  is  no  ofiicial  ruling  or  decision,  on  the  other  hand,  which  indicates 
that  an  accrued  patronage  refund  arising  from  a  binding  obligation  which  is 
properly  declared  and  entered  on  the  books  as  a  definite  unconditional  liability, 
would  not  be  excludable  from  gross  income  because  it  is  not  paid  or  is  not 
payable  within  a  short  time  after  close  of  the  taxable  year  concerned.  Ap- 
parently such  obligations  may  be  made  payable  either  at  a  fixed  date  of  long 
or  short  term,  upon  dissolution,  or  at  a  date  to  be  selected  in  the  future  by  the 
directors  as  and  when  they  feel  the  association's  finances  permit  such  payment." 

Quoting  again  from  the  same  report,  page  130 : 

"There  is  no  reason  why  an  exempt  or  a  nonexempt  cooperative  association 
should  not  obligate  itself  definitely  to  make  patronage  refunds  regularly  each 
year.  Such  a  program  need  not  prevent  an  association  from  obtaining  sufficient 
funds  for  working  capital  purposes.  That  could  be  arranged  merely  by  having 
the  bylaws  provide  that  the  payment  of  patronage  refunds  shall  be  deferred 
until  dissolution,  or  shall  be  given  a  stipulated  short-  or  long-term  maturity. 

"Or,  the  bylaws  could  include  a  plan  to  pay  patronage  refunds  either  in  cash 
or  in  noncash  forms  at  the  option  of  the  association.  Such  noncash  forms 
would  include  notes,  bonds,  certificates  of  debt,  certificates  of  capital  stock,  or 
other  capital  equities,  etc. 

"These  procedures  would  permit  the  association  to  accumulate  needed  work- 
ing capital,  yet  would  not  prevent  it  from  excluding  the  refunds  in  computing 
taxable  income,  provided,  of  course,  that  the  refunds  were  obligatory." 

In  reading  section  101  (12)  of  the  Internal  Revenue  Code  and  noting  the 
wording  "Farmers',  fruit  growers,'  or  like  associations  organized  and  operated 
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on  a  cooperative  basis,"  it  is  difficult  to  see  how  some  cooperatives  such  as  oil 
producers,  refiners,  etc.,  escape  income  taxation.  However,  in  making  a  closer 
study  we  find  tliat  rulings  have  been  made  exempting  cooperatives  engaged  in 
oil  production  and  other  activities.  Quoting  again  from  Application  of  the 
Federal  Income  Tax  Statutes  to  Farmers'  Cooperatives,  published  by  Coopera- 
tive Research  and  Service  Division  of  the  Farm  Credit  Administration,  page 
23-24: 

"in  a  recent  unpublished  ruling  the  Bureau  in  effect  decided  that  the  term 
'purchasing'  embraced  the  operation  of  oil  wells  and  the  extraction  of  crude  petro- 
leum. Part  of  that  ruling,  as  addressed  to  the  oil  cooperative,  is  quoted  as 
follows : 

"  'Although  you  are  not  actually  engaged  in  purchasing  petroleum  products 
for  resale  to  your  members  or  other  persons,  nevertheless,  you  are  engaged  in 
extracting  crude  petroleum  from  lands  the  mineral  rights  of  which  you  have 
acquired  either  by  purchase  or  lease  and  in  selling  this  oil  to  your  sole  member 
and  patron  (an  affiliated  farmer.s'  cooperative). 

"  'It  is  the  opinion  of  this  office  that  you  are  organized  and  are  being  operated 
in  substantial  compliance  with  the  provisions  of  section  101  (12)  of  the  Internal 
Revenue  Code,  under  which  associations  engaged  in  purchasing  supplies  and 
equipment  for  producers  of  agricultural  products  are  exempt  from  income 
taxation.'     [Bracketed  wording  added.] 

"By  reasonable  analogy  it  appears  likely  that  the  basic  production  of  any 
items  sold  as  supplies  and  equipment  under  the  limitations  of  the  50  i)ercent 
rule  and  the  1.5  percent  rule  would  be  ruled  to  be  a  permissible  activity  for  a 
tax-exempt  farmer's  cooperative. 

"Such  tax-exempt  cooperatives  may  engage  in  the  processing  or  manufacturing 
of  farm  products  to  be  marketed  for  producers    *     *     *. 

"Aside  from  one  ruling  made  in  1924  which  was  not  fully  conclusive,  the 
Bureau  has  not  published  any  definite  pronouncement  as  to  whether  or  not  a  tax- 
exempt  farmer's  cooperative  may  engage  in  the  manufacture  of  products  sold  in 
its  supply  department.  However,  a  number  of  farmers'  purchasing  associations 
engaged  in  such  manufacturing  have  received  letters  of  exemption.  Further- 
more, since  the  basic  production  of  supplies  now  has  been  ruled  permissible  there 
seems  little  doubt  that  the  manufacture  of  supplies  would  be  considered  a  per- 
mitted activity. 

"The  following  appears  on  page  239  of  the  Bureau's  regulations  103  : 

"  'The  term  "supplies  and  equipment"  as  used  in  section  101  (12)  includes 
groceries  and  all  other  goods  and  merchandise  used  by  farmers  in  the  operation 
and  maintenance  of  a  farm  or  farmer's  household.' 

"This  broad  definition  apparently  i)ermits  the  handling  of  practically  any 
items  for  farm  or  farm  household  use.  So  far  as  as  can  be  determined,  the  term 
"supplies  and  equipment'  actually  is  so  unrestricted  as  to  include  possibly  any 
commodity,  product,  or  article.  Believed  to  be  within  the  scope  of  that  term  are 
articles  used  on  the  person,  such  as  clothing  and  other  personal  belongings." 

There  appears  to  be  no  doubt  but  that  in  the  beginning  Federal  income  tax  ex- 
emptions extended  to  cooperatives  was  intended  to  assist  small  groups  of  farmers 
who  would  band  together  to  market  their  products  and  to  buy  some  of  the  things 
necessary  for  the  conduct  of  their  business.  It  is  a  well-known  fact  that  in  times 
past  if  not  even  today  there  are  areas  where  the  farmer  finds  it  difficult  to  market 
his  crops  that  come  to  fruition  at  the  same  time  his  neighbor's  crops  mature. 
Through  this  encouragement  the  small  farmer  was  able  to  obtain  a  better  price 
for  his  product  by  cooi)eratives  for  joining  with  others  in  making  a  full-sized 
shipping  unit.  These  motives  have  merit  and  should  be  encouraged.  Certainly 
no  one  could  find  fault  with  such  a  marketing  plan.  It  might  be  said,  however, 
that  in  actual  operation  of  this  worthy  purjwse  the  scoi)e  has  been  so  extended 
that  a  more  careful  study  would  be  justified  of  the  law  that  grants  the  tax  exemp- 
tion and  the  privileges  of  borrowing.  By  the  use  of  their  borrowing  capacity 
together  with  the  fact  that  they  can  operate  without  pajlng  income  taxes  the 
cooperatives  have  been  able  to  make  great  expansion.  It  is  not  intended  here 
to  indicate  that  the  loans  made  to  the  cooperatives  are  bad  credit  risks.  The  fact 
of  their  ability  to  operate  in  a  large  manner  and  maintain  a  tax-free  status  may 
make  them  a  first-class  risk.  The  extent  of  accumulated  credit  given  them  by 
banks  for  cooperatives  and  the  central  bank  is  set  forth  in  the  following  tabula- 
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tion,  published  iu  Eeport  of  the  Farm  Credit  Administration,  dated  December 
31, 1943,  page  10 :     ' 


Accumulated 
total 

Yearly  total 

Year 

1933-39.- -.- 

$491, 047, 432 

592,  278, 181 

773,847,444 

1, 026, 226, 943 

1,424,808,263 

$S3, 359, 807 
101, 230, 749 
181, 569, 263 
252, 379, 499 
398,581,320 

1939 

1933-40 

1940 

1933-41 '.... -. 

1941 

1933-42               - 

1942 

1933-43 - 

1943 

The  interest  rates  permitted  on  the  above  loans  vary  according  to  the  pur- 
pose for  which  the  loan  is  made.  The  interest  rate  on  commodity  loans  is 
1%  percent,  operating  capital  2%  percent,  facility  loans  was  3^^  percent  until 
1944  at  which  date  the  rate  was  increased  to  4  percent. 

In  order  that  we  might  understand  better  the  volume  of  business  that  is 
being  handled  through  these  cooperatives,  we  have  taken  from  the  Farm  Credit 
Administration  bulletin.  Statistics  of  Farmers'  Marketing  and  Purchasing  Co- 
operatives, January  1944,  page  3,  report  70,  the  following  tabulation  which 
sets  forth  the  estimated  Ijusiness  done  by  farmers'  marketing  and  purchasing 
associations  for  specified  periods : 

1938-^9 $2, 100,  000,  000 

1939-40 2,  087,  000,  000 

1940-41 2,  280,  000,  000 

1^1-42 2, 840,  000,  000 

1942-43 3,  780,  000,  000 

We  have  endeavored  to  obtain  all  of  the  statistics  and  facts  we  are  submitting 
from  official  publications  of  the  Farm  Credit  Administration  or  the  cooperatives 
themselves.  In  view  of  the  many  varying  channels  open  for  organization  set-up, 
we  have  not  attempted  to  cover  in  minute  detail  the  system  of  organization,  but 
are  submitting  summary  information  which  we  believe  is  of  sufficient  detail 
to  present  for  your  thinking  all  necessary  factual  data.  According  to  the  statis- 
tics furnished  there  are  3,850,000  members  as  of  1943  who  belong  to  13,267  local 
cooperatives  which  own  and/or  support  578  regional  cooperatives  or  sometimes 
called  supercooperatives.  These  organizations  own  or  support  10  national  co- 
operatives or  sometimes  called  super-supercooperatives.  Our  information  also 
discloses  that  an  international  trading  and  manufacturing  cooperative  is  in 
process  of  being  established. 

The  national  or  super-supercooperatives  have  entered  various  and  sundry 
fields  of  entei-prise  prominent  among  which  is  the  oil  and  its  related  businesses. 
The  petroleum  industry  will  doubtless  be  interested  in  knowing  the  facts  as 
they  relate  to  the  cooperative  association  activities  in  the  oil  business. 

The  Consumers  Cooperative  Association,  North  Kansas  City,  Mo.,  is  one  of 
the  578  regional  associations  which  has  gone  into  the  petroleum  business  more 
extensively  than  other  regional  associations.  This  association  is  headed  by 
Howard  A.  Cowden.  We  wish  to  quote  in  part  from  a  paper  he  delivered  be- 
fore the  Conference  on  International  Cooperative  Reconstruction  January  20, 
1944,  in  Hotel  Washington,  Washington,  D.  C.  (We  realize  there  may  have 
been  numerous  changes  since  the  time  of  his  report.) 

"Since  1937  the  petroleum  coojDeratives  have  made  a  remarkable  growth.  In 
1937,  when  I  proposed  an  international  petroleum  cooperative,  there  was  not  a 
single  oil  well,  pipe  line,  or  refinery  owned  by  cooperatives.  Today,  6  years  later, 
there  are,  in  the  United  States,  9  gasoline  refineries,  1  lubricating  oil  refinery, 
nearly  300  producing  oil  wells,  more  than  1,000  miles  of  pipe  line,  all  owned 
by  cooperatives.  In  addition,  there  is  a  cooperatively  owned  refinery  at  Regina, 
Saskatchewan,  which  brings  to  10  the  number  of  eoop  refineries  on  this  con- 
tinent. In  1942,  it  is  estimated  by  Farm  Credit  Administration,  agricultural 
cooperatives  distributed  655,000,000  gallons  of  motor  fuels  to  farmers,  or  22 
percent  of  the  total  delivered  to  (all)  farmers  that  year. 

"In  the  meantime  petroleum  refining  has  gone  beyond  the  regional  stage  to 
the  national  level.    In  July  1943,  five  regional  cooperative  wholesales  organized 
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the  National  Cooperative  Refinery  Association  to  purchase  and  operate  a  refin- 
ery at  McPherson,  Kans.,  and  a  229-mile  refined  products  pipe  line.  The  plant, 
at  capacity,  can  produce  175,000,000  gallons  of  refined  fuels  annually.  NCRA 
was  the  first  national  federation  of  its  kind  in  the  world.  It  is  significant  to  me 
because  it  undoubtedly  foreshadows  an  international  development  in  all  phases 
of  the  petroleum  industry  as  a  logical  next  step. 

"In  view  of  these  developments,  and  in  view  of  the  fact  that  Europe  may  be 
using  much  more  gasoline  after  the  war  than  it  did  before,  we  are  making  the 
1937  proposal  in  slightly  altered  form.  The  committee  is  suggesting  for  the 
serious  consideration  of  executives  of  American  and  European  cooperative^ 
wholesales  that  an  international  cooperative  trading  and  manufacturing  asso- 
ciation be  set  up.  It  would  have  two  divisions,  one  engaged  in  every  phase  of 
the  petroleum  industry  and  one  engaged  in  food  distribution  and  related  sup- 
plies. It  would  be  owned  and  operated  by  wholesales  of  this  and  other  countries. 
It  probably  would  be  incorporated  under  the  fairly  new  but  adequate  Coopera- 
tive Association  Act  of  the  District  of  Columbia.  It  would  have  offices  wherever 
needed     *     *     *. 

"The  second  development  which  may  help  establish  the  proposed  international 
cooperative  is  the  lubricating  oil  refinery  which  Consumer  Cooperative  Associa- 
tion purchased  on  January  1,  this  year  (1944).  Located  at  Coffey ville,  Kans., 
it  will  produce  11,000,000  gallons  of  lubricating  oil  annually.  That  capacity 
can  be  increased  rather  readily  to  18,000,000  gallons  a  year,  if  necessary.  This 
plant  is  ready  to  begin  the  exportation  of  motor  oil  to  European  cooperatives 
as  soon  as  the  war  ends.  We  found  before  the  war  that  we  could  meet  competi- 
tion abroad  with  co-op  oil  when  we  were,  at  the  time,  only  oil  blenders.  Certainly 
we  can  do  so  now  when  we  are  manufacturing  such  oils. 

"I  am  suggesting  Texas  as  the  location  of  an  internationally  owned  refinery 
because  I  believe  there  is  enough  untapped  crude  oil  under  that  State  alone  to 
supply  the  country  for  many  years    *     ♦     *. 

"Perhaps  a  world  survey  will  show  that  such  a  refinery,  situated  outside 
continental  United  States,  might  serve  participating  wholesales  to  better  advan- 
tage than  would  a  refinery  in  Texas.  There  are  great  oil  resources  in  Mexico, 
Venezuela,  Colombia,  and  in  other  parts  of  the  world     *     *     *. 

"All  this  is  preliminary  to  saying  that  cooperatives  entering  the  field  at  the 
international  level  will  do  well  to  build  their  plants  of  whatever  kind  in  strategic 
locations.  And  before  some  groups  can  participate  it  may  be  necessary  for  them 
to  get  barriers  in  their  own  country  lowered  or  removed.  I  am  thinking  of 
countries  where  major  oil  companies  have  been  given  concessions  by  gov- 
ernments amounting  almost  to  a  monopoly,  thus  eliminating  competition  by 
statute    •     *     *. 

"In  outlining  the  proposed  International  Cooperative  Trading  and  Manufac- 
turing Association,  may  I  say  to  the  skeptical  that  it  is  no  more  fantastic  than 
the  prediction  would  have  been  4  years  ago  that  United  States  cooperatives,  in 
those  4  years,  would  come  close  to  the  top  as  independent  refiners  of  petroleum 
products.  Yet  that  is  the  situation  today.  There  is  little  that  is  impossible,  in 
fact,  with  organizations  that  count  their  members  in  the  millions  and  their  assets 
in  the  billions.  I  think  we  are  on  the  threshold  of  a  great  cooperative  advance. 
I  have  every  confidence  that  cooperatives  will  become  as  big  a  factor  interna- 
tionally as  they  are  nationally  in  many  instances." 

SUMMARY  OF  REPOBT 

1.  Cooperatives  must  meet  certain  requirements  in  order  to  qualify  for  Federal 
tax  exemption. 

2.  Cooperatives  in  meeting  the  requirements  may  nevertheless  deduct  patron- 
age dividends  in  determining  taxable  income. 

3.  When  a  patronage  dividend  is  declared  it  need  not  be  ipaid,  except  at  the 
discretion  of  the  directors. 

4.  It  appears  that  the  producing  and  refining  co-ops  escape  Federal  tax  more 
by  reason  of  administrative  interpretation  than  by  express  statutory  immunity. 

5.  Apparently  the  original  purpose  of  co-op  legislation  was  to  assist  small 
groups  of  farmers,  fruit  growers,  etc.,  to  market  their  products  and  to  acquire 
supplies  essential  to  the  conduct  of  their  business. 

6.  The  trend  of  cooperative  operations  has  gone  far  beyond  the  original 
purpose. 

7.  The  statutes  and  administrative  interpretations,  together  with  tax  immuni- 
ties, provide  co-ops  with  a  very  favorable  borrowing  advantage. 
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8.  Statistics  reveal  that  for  the  year  1943  the  volume  of  co-op  business  done 
reached  an  estimated  amount  of  $3,780,000,000. 

9.  Co-ops  have  definitely  entered  into  all  phases  of  the  oil  business,  and  intend 
to  expand  nationally  and  internationally. 

Mr,  Felx..  There  is  also  a  report  in  the  Seventeenth  Annual  Report 
of  the  Consumers  Cooperative  Association,  of  which  I  shall  try  to 
get  a  copy  and  file  with  the  committee  tomorrow. 

Mr.  Fraser.  Do  you  want  those  printed  ? 

Mr.  Fell.  The  one  that  I  have  just  introduced  I  would  like  to  have 
printed.     It  is  rather  short. 

Mr.  Fraser.  And  the  other  you  prefer  to  file  with  the  committee  and 
not  print  in  the  record  ? 

Mr.  Fell.  And  not  print  it,  unless  you  want  to.  We  have  no 
objection  to  your  printing  it. 

STATEMENT  OF  H.  B.  FELL,  EXECUTIVE  VICE  PRESIDENT,  INDE- 
PENDENT  PETROLEUM  ASSOCIATION  OF  AMERICA,  ARDMORE, 
OKLA. 

Mr.  Fell.  Mr.  Chairman  and  gentlemen  of  the  committee,  my  name 
is  H.  B.  Fell  and  I  live  in  Ardmore,  Okla.  I  am  a  graduate  engineer 
and  have  spent  my  entire  business  life  in  natural-resource  industries 
and  for  th^  last  25  years  I  have  been  engaged  in  the  oil  and  gas  produc- 
ing business.  For  nearly  23  years  I  have  been  president  and  treasurer 
of  the  Simpson-Fell  Oil  Co.,  of  Ardmore,  Okla.,  and  for  over  12 
years  I  have  been  serving  as  executive  vice  president  of  the  Inde- 
pendent Petroleum  Association  of  America. 

During  World  War  II  I  served,  first,  as  vice  chairman  of  the  Dis- 
trict Two  Production  Committee  and  later  as  chairman,  in  which  capa- 
city I  became  ex  officio  a  member  of  the  District  Two  General  Com- 
mittee and  of  the  Petroleum  Industry  War  Council.  As  a  member  of 
the  council  I  was  made  chairman  of  the  production  committee  of  the 
council.  Illness  necessitated  my  resigning  from  these  positions  early 
in  1944  but  I  retained  my  membership  on  the  District  Two  Production 
Committee. 

Testimony  has  been  presented  previous  to  this  hearing,  on  all  sub- 
jects on  your  agenda  except  "the  independent  company."  The  state- 
ments of  our  witnesses  were  furnished  to  and  reviewed  by  members  of 
the  committee  on  "the  independent  company"  and  many  suggestions 
were  made  to  the  witnesses  for  their  consideration.  The  petroleum 
industry  is  too  complex  and  the  interests  too  diverse  to  expect  unanim- 
ity of  opinion  on  all  subjects.  These  statements  have,  therefbre, 
not  necessarily  expressed  the  unanimous  nor  even  the  majority  opin- 
ion of  the  members  of  the  committee  but  have  been  the  personal 
testimony  and  opinions  of  the  witnesses. 

In  this  statement  I  have  tried  to  summarize  the  testimony  and  opin- 
ions expressed  by  the  witnesses  and  to  discuss  other  subjects,  on  which 
you  seek  information,  as  outlined  in  the  notice  of  the  hearings.  Where 
there  is  a  diversity  of  opinion  I  have  tried  to  present  the  different 
viewpoints. 

Probably  a  few  points  covered  at  previous  hearings  should  be  re- 
ferred to  for  emphasis,  as  follows : 

1.  Testimony  presented  at  other  hearings  indicates  definitely  that 
the  actual  and  potential  oil  supplies  in  foreign  areas  are  so  large 
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in  comparison  with  possible  future  consumption  that  a  more  than 
adequate  supply  to  meet  consumption  can  be  taken  for  granted  for 
many,  many  years. 

2.  In  connection  with  requirements  in  the  United  States,  the  pre- 
vious testimony  indicates  a  drop  in  demand  in  1946  as  a  result  of  the 
ending  of  the  war,  but  that  this  decline  will  be  temporary  and  follow- 
ing 1946  that  there  will  be  a  steady  increase  in  requirements  for  crude 
oil  in  the  United  States  up  to  a  maximum  of  5,735,000  barrels  per 
day  in  1965,  which  is  as  far  in  the  future  as  the  estimates  were 
projected. 

3.  The  testimony  previously  presented  shows  great  unanimity  of 
opinion  that  there  is  no  danger  of  a  shortage  of  .supply  in  the  imme- 
diate future.  The  cry  of  alarm  that  we  are  running  out  of  oil,  it  is 
believed  will  be  found  just  as  much  in  error  as  similar  cries  made 
27  years  ago.  The  fallacy  of  such  fears  has  been  previously  and 
thoroughly  demonstrated,  when  with  the  proper  incentive,  the  oil 
producers  of  the  Nation  continually  added  to  the  known  reserves  of 
crude  oil.  There  is  absolutely  no  cause  to  anticipate  other  than  a  con- 
tinuation of  this  trend. 

4.  The  burden  of  the  testimony  that  has  been  presented  to  you  is  to 
the  effect  that  oil  has  always  been  discoA^ered  and  produced  when  and 
as  needed  and  when  conditions  justify  the  cost  of  such  development. 
Not  until  the  industry  fails  under  favorable  conditions  to  find  oil, 
will  it  be  time  for  genuine  alarm,  but  even  then  there  will  probably 
be  no  sudden  exhaustion  of  supplies,  and  as  we  make  a  transition  to 
synthetic  products,  all  necessary  requirements  can  be  met  from  the 
known,  proved  resources  that  will  then  exist.  Demand  and  price  have 
been  the  regulators  of  production.  The  production  in  normal  times 
always  has  been  sufficient  to  meet  the  domestic  demand,  with  negligible 
help  from  imports.  If  it  is  deemed  important  to  achieve  a  balance 
within  this  country  between  domestic  supply  and  domestic  demand 
the  automatic  working  of  the  price  factor  could  readily  remove  the 
discrepancy  if  allowed  to  operate  freely.  With  an  adequate  price, 
a  sound  import  program,  a  reasonable  tax  program,  and  release  from 
unnecessary  Government  restrictions,  the  domestic  petroleum  industry 
will  be  able  to  meet  the  crude  oil  requirements  for  many,  many  years 
in  the  future.  What  is  needed  is  the  demand,  the  money,  and  the 
opportunity. 

5.  The  testimony  shows  that  in  addition  to  the  estimated  proved 
crude-oil  reserves  of  nearly  21  billion  barrels  there  are  other  bil- 
lions of  barrels  that  can  be  recovered  by  secondary  recovery  methods 
with  an  adequate  price,  and  another  large  quantity  that  will  be  re- 
covered from  stripper  wells  with  an  adequate  price.  There  will  also 
be  large  additional  reserves  discovered  through  extensions  of  existing 
fields  and  through  deeper  drilling  in  known  fields.  There  is  a  vast 
acreage  of  unexplored  areas  in  which  oil  fields  may  be  discovered  in- 
volving 1,500,000  square  miles.  We  must  not  forget  the  potential  sup- 
ply of  probably  17  billion  barrels  of  hydrocarbon  products  to  be  recov- 
ered from  natural  gas  if  it  is  necessary  to  use  it  for  that  purpose,  nor 
must  we  forget  the  92  billion  barrels  of  liquid  fuel  that  it  is  estimated 
by  our  Interior  Department  officials  could  be  extracted  from  the  oil- 
shale  deposits  in  this  country,  or  the  additional  1  trillion  500  billion 
barrels  from  coal  and  lignite  deposits.    These  figures,  that  have  been 
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presented  to  you  in  other  testimony,  do  not  make  it  look  as  though  we 
are  going  to  run  out  of  petroleum  resources  in  the  near  future.  They 
are  sufficient  to  meet  the  Nation's  requirements  for  generations  to  come, 
provided  adequate  incentives  are  permitted  free  of  unnecessary  restric- 
tions. There  is  no  sound  basis  for  the  statements  that  we  are  running 
out  of  oil  and  must  become  dependent  on  foreign  sources  of  supply 
in  the  very  near  future. 

In  the  testimony  that  has  been  presented  at  these  hearings,  the  major 
portion  has  pertained  to  the  independent  oil  producer.  Testimony 
has  also  been  presented  with  reference  to  the  independent  refiner.  No 
testimony  has  been  presented  with  reference  to  the  independent  trans- 
porter because  there  are  very  few  nonintegrated  transporters.  The 
marketers  on  the  committee  did  not  believe  that  there  were  any  prob- 
lems of  marketing  involved  in  a  question  of  a  national  oil  policy  and 
accordingly  saw  no  need  of  preparing  a  statement  with  reference  to 
the  problems  of  the  independent  marketers  for  presentation  to  your 
committee.  In  an  analysis  of  30  oil  companies,  made  by  Joseph  E. 
Pogue  and  Frederick  G.  Coqueron  of  the  Chase  National  Bank  of 
New  York,  they  show  that  as  of  December  31, 1944,  the  net  investment 
by  those  companies  in  the  various  branches  of  the  petroleum  industry, 
was  as  follows : 

Percent 

Production 4S.  2 

Transportation 12. 9 

Refining 21.  5 

Marketing 15.3 

Others 2. 1 

This  table  shows  the  importance  from  the  investment  standpoint  of 
the  producing  branch  of  the  industry  in  relation  to  the  other  branches 
and  in  these  hearings  particularly  where  petroleum  resources  are  being 
considered  it  is  only  natural  that  the  majority  of  the  testimony  should 
have  pertained  to  the  producing  branch. 

INTEGRATION   AND   NON  INTEGRATION 

We  undei-stood  that  your  committee,  in  these  hearings,  desired  testi- 
mony with  reference  to  the  independent  on  the  basis  of  considering  the 
independent  as  the  nonintegrated  operator  engaged  only  in  one  branch 
of  the  petroleum  industry.  We  proceeded  on  that  basis.  There  are 
four  main  branches  in  the  petroleum  industry,  namely :  Production, 
manufacturing  or  refining,  transportation,  and  distribution  or  mar- 
keting. Some  companies  are  engaged  in  all  four  branches  of  the 
industry  and  are  known  as  fully  integrated  companies.  Some  of  these 
are  also  engaged  in  foreign  operations.  Others  are  engaged  in  more 
than  one  branch  but  not  in  all  branches  and  are  referred  to  as  partially 
integrated  companies  while  others  operate  in  only  one  branch  and  are 
referred  to  as  a  nonintegrated  company  or  operator.  It  is  the  non- 
integrated  operator  that  we  have  discussed  in  these  hearings. 

Mr.  Dow  in  his  testimony  pointed  out  a  note  of  apprehension  that 
exists  concerning  the  survival  and  the  success  of  the  independent  and 
refers  to  the  fact  that  if  the  oil  industry  is  to  remain  a  competitive,  free- 
enterprise  industry,  there  must  be  strong  independent  units  in  each 
branch.  This  apprehension  has  increased  substantially  among  the 
independents  during  the  war  period  on  account  of  the  detrimental 
effect  of  Government  controls  and  restrictions  on  their  operations  and 
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particularly  on  the  operations  of  the  independent  producer.  Inte- 
gration, on  account  of  its  balanced  operations,  has  certain  benefits. 

It  has  the  advantage  of  tempering — 

as  Mr.  Dow  said — 

the  effects  of  changes  that,  in  normal  times,  take  place  in  the  price  structures. 
These  changes  may  make  production  or  refining  or  marketing  more  remunerative 
than  it  was  before  the  change  or  may  make  it  less  remunerative.  Integration 
absorbs  the  shocks  as  well  as  the  gains  and  the  integrated  companies  usually  come 
to  the  end  of  the  year  with  a  profit  although  it  may  be  low  in  relation  to  invest- 
ment. Because  of  the  fluctuation  of  supply  in  relation  to  demand  that  is  char- 
acteristic of  the  oil  business,  the  price  structures  are  volatile  and  while  they 
work  against  the  large  company  as  well  as  the  small,  they  frequently  leave  the 
unintegrated  refiner  "in  the  red."  At  other  times  he  may  make  a  good  profit 
and  when  he  does,  Government  lays  upon  him  the  heavy  hand  of  taxation. 
Small  business  cannot  readily  build  up  capital  and  grow  under  these  circum- 
stances.    Consequently  relief  from  excessive  taxation  is  imperative. 

The  profits  of  the  nonintegrated  operator  in  each  branch  must  come 
from  the  profits  of  the  operation  in  that  particular  branch.  The  con- 
tention has  been  made  frequently  by  some  independents,  probably  more 
in  marketing  than  in  production  or  refining,  that  if  they  are  to  com- 
pete successfully  with  the  fully  integrated  companies  each  branch 
of  the  industry  should  pay  its  own  way.  Some  contend  that  if  profits 
in  one  branch  are  used  to  absorb  losses  in  another,  then  those  losses 
tend  to  make  it  impossible  for  the  independents  or  nonintegjrated 
operators  to  stay  in  business  in  the  branch  of  the  industry  that  is  op- 
erating at  a  loss. 

During  the  war  period  the  fully  integrated  companies  have  been 
able  to  operate  at  a  reasonable  profit.  They  have  furnished  special 
war  products  to  the  Government  at  prices  that  yielded  a  profit  and 
there  is  no  criticism  whatever  of  their  having  operated  at  a  profit. 
The  independent  producer,  however,  was  caught  in  a  squeeze  due  to  tlie 
fact  that  the  price  for  crude  oil  was  frozen  at  a  depressed  level  in 
1941  after  prices  for  refined  products  had  been  increased.  Notwith- 
standing the  increased  costs  for  finding,  developing,  and  producing 
crude  oil  the  independent  producer  has  continued  with  the  same  price 
for  his  product  until  the  recent  promise  of  a  small  over-all  increase  in 
price  ceilings  of  10  cents  per  barrel.  This  has  increased  the  appre- 
hension among  many  as  to  the  disadvantageous  position  in  which  a 
nonintegrated  operator  can  be  placed  in  competition  with  fully  inte- 
grated operations.  A  fully  integrated  company  sells  its  crude  oil  in 
the  form  of  products  to  the  ultimate  consumer  and  it  is  immaterial 
from  which  of  its  branches  its  profits  are  made.  Integrated  companies 
can  make  a  profit  even  though  one  branch  of  the  industry  may  be 
operating  at  a  loss.  That  puts  the  nonintegrated  company,  many  say, 
at  a  disadvantage. 

Unsound  marketing  practices  resulting  from  competition  for  gal- 
lonage  frequently  result  in  price  wars  and  crude  oil  prices  are  then 
cut  on  the  theory  that  the  renned  products  prices  are  not  high  enough 
to  support  the  existing  crude-oil  price  structure.  Independent  oil 
producers  do  not  believe  that  it  is  sound  to  base  crude-oil  prices  on 
refined-products  prices.  The  raw  material,  crude  oil,  is  the  foundation 
on  which  the  industry  is  based.  The  industry  price  structure  should 
be  built  up  from  a  solid  foundation  of  price  for  crude  oil  sufficient 
to  cover  replacement  cost  plus  a  profit  in  keeping  with  the  hazards 
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of  the  business.  The  independent  company  should  not  be  required 
to  suffer  from  deficiencies  occurring  in  some  branch  of  the  industry 
in  which  it  is  not  engaged. 

HAS  THE  POSITION  OF  THE  INDEPENDENT  COMPANY  IN  THE  PETROLEUM 
INDUSTRY  BEEN  IMPROVED  OR  INJURED  AS  A  RESULT  OF  THE  WAR  ? 

In  the  notice  of  these  hearings  one  of  the  objectives  announced  was 
to  determine  primarily  whether  or  not  the  position  of  the  independent 
company  in  the  petroleum  industry  has  been  improved  or  injured  as  a 
result  of  the  war.  I  state  unequivocally  that  the  position  of  the  in- 
dependent oil  producer  was  definitely  injured  as  a  result  of  the  war. 
During  the  war  many  of  the  affairs  of  our  industry  were  in  the  hands 
of  those  who  lacked  an  understanding  of  the  fundamentals  of  the 
petroleum  industry  and  the  problems  faced  by  the  producers  and  many 
of  these  Government  men  were  totally  lacking  in  any  sympathy  to- 
ward oil  producers.  Some  were  definitely  antagonistic.  The  results 
have  been  detrimental  to  the  industry  and  to  the  Nation  as  well  and 
a  sound  and  progressive  oil  industry  cannot  continue  to  exist  with  the 
handicaps  imposed. 

Crude-oil  prices  were  frozen  at  a  depressed  level  in  1941  and  only 
a  few  minor  adjustments  in  price  ceilings  were  made  thereafter  until 
the  recent  promised  penurious  increase  of  10  cents  per  barrel.  The 
only  relief  the  oil  producers  got  was  the  stripper  well  premium  pay- 
ments which  did  not  solve  the  problem  of  meeting  greatly  increased 
finding,  development,  and  production  costs.  The  producer  was  squeezed 
between  rigid  price  ceilings  and  greatly  increased  costs.  He  was  also 
continually  worried  by  proposals  for  the  Federal  Government  to 
enter  the  oil  business  or  regulate  it.  Other  recommendations  by  De- 
partments of  Government  detrimental  to  the  domestic  oil  producers 
with  respect  to  import  policy  and  tax  policies  were  very  harmful. 

Materials,  manpower,  and  wage  controls,  Government  directives, 
reports  required,  et  cetera,  were  a  much  greater  burden  on  the  inde- 
pendent than  on  the  major  companies,  for  the  independent  did  not  have 
and  could  not  afford  to  have  the  necessary  personnel  to  properly  work 
under  so  many  Government  restrictions.  Not  having  direct  contact 
with  Government  bureaus  in  "Washington  placed  independent  pro- 
ducers at  a  great  disadvantage.  Well  spacing  requirements  created 
many  problems.  Wider  spacing  resulted  in  a  greater  percentage  of 
dry  holes.  Depressed  crude-oil  prices  resulted  in  the  independent 
oil  producer  losing  competent  employees  to  war  plants  and  even  to 
large  integrated  companies  who  were  able  to  pay  and  still  are  paying 
much  higher  wages  than  the  independent  producer  can  pay.  The 
independent  oil  producer  is  in  a  discouraged  and  weakened  condition. 

During  the  war  period  due,  I  believe,  to  unsound  Government 
policies,  the  trend  particularly  in  the  producing  branch  of  the  petro- 
leum industry,  has  been  toward  greater  concentration  in  fewer  hands. 
During  the  war  crude-oil  production  was  materially  increased. 
Thirty-six  of  the  larger  companies  increased  their  production  more 
than  the  total  increase  throughout  the  country.  One  of  the  reasons 
was  that  they  had  larger  excess  productive  capacity.  That,  of  course, 
reduced  their  unit  costs  while  the  costs  of  the  independent  increased. 
This  shows  another  injurious  effect  of  the  war  on  the  independent 
oil  producer. 
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The  depressed  crude-oil  price  ceilings  have  been  more  responsible 
than  anything  else  for  the  growing  concentration  of  oil  production  in 
fewer  hands.  Deeper  drilling  with  higher  costs  requires  more  money. 
Greater  financial  resources  of  the  larger  companies  have  enabled  them 
to  carry  on  to  date.  If  the  independent  oil  producer  is  to  maintain 
his  place  in  the  business  there  must  be  a  much  higher  price  for  oil.  An 
adequate  crude  oil  price  is  essential  to  reverse  this  trend  toward 
concentration. 

THE  INDEPENDENT  OIL  PRODUCER  AND  THE  PRODUCTION  OF  OIL  AND  GAS 

Independent  oil  producers  not  only  find,  develop,  and  produce  crude 
oil  but  they  perform  their  other  responsibilities  as  individual  citizens. 
They  have  contributed  greatly  to  building  communities,  hospitals, 
schools,  colleges,  churches,  farm  roads,  and  other  worthy  projects. 
They  are  individualists.  It  is  the  individual  who  has  made  our  coun- 
try what  it  is  and  not  the  State.  This  probably  is  one  reason  your 
committee  is  particularly  interested  in  the  independent  and  his  con- 
tinuation in  business.  The  elimination  of  small  business  would  tend 
toward  greater  Government  controls  and  centralization. 

The  independent  has  been  a  leader  in  discovery  effort  and  in  con- 
servation. He  believed  and  proved  that  we  could  find  and  develop 
sufficient  oil  in  our  Nation  to  meet  our  demands  for  national  defense 
and  for  the  welfare  of  our  country  in  time  of  peace.  He  insisted  we  not 
be  dependent  on  foreign  oil.  It  was  that  insistence  that  made  it 
possible  for  us  to  have  the  reserves,  the  excess  productive  capacity, 
and  the  trained  men  available  to  meet  the  oil  requirements  of  our 
country  and  our  allies  in  the  recent  war. 

In  conservation  the  independent  oil  producer  favors  State  regulation 
of  production  to  conserve  the  oil  and  gas  resources.  He  wants  to  keep 
regulation  close  at  home  where  he  can  be  heard.  Washington  is  too 
far  away.  The  independent  producer  favors  State  conservation  laws, 
fairly  and  effectively  enforced.  He  favors  the  Connally  hot  oil  law, 
enacted  by  the  Federal  Congress  which  prohibits  the  transportation 
of  crude  oil  or  the  products  thereof  produced  in  violation  of  State  laws 
or  regulations.  He  favors  scientific,  impartial  estimates  by  the  Bureau 
of  Mines  of  the  Department  of  the  Interior  as  to  consumptive  market 
demand  from  each  State  for  each  month,  such  estimates  to  be  made 
available  to  the  various  State  regulatory  bodies  on  or  before  the  20th 
of  the  month  preceding  the  month  for  which  the  estimates  are  made, 
and  he  favors  the  continuance  of  the  Interstate  Oil  Compact  Commis- 
sion. These  policies  have  been  in  effect  for  several  years  and  they 
together  with  other  sound  policies  have  been  responsible  for  the  devel- 
opment of  the  reserves  and  excess  productive  capacity  that  was  avail- 
able for  our  oil  needs. 

The  independent  oil  producers  have  been  leaders  in  secondary  re- 
covery operations  and  a  great  majority  of  these  operations  are  being 
carried  out  by  them.  They  have  also  been  leaders  in  exploratory  effort 
and  in  the  discovery  of  new  reserves.  The  ingenuity  and  resourceful- 
ness of  the  independent  oil  producers  is  essential  to  the  continuation  of 
our  discovery  program. 

Under  the  conservation  program  more  capital  is  required  for  the 
oil  producer  to  stay  in  business.  In  the  old  days  of  unrestricted  flow 
many  wells  would  pay  out  in  a  period  of  2  or  3  months.    Under  con- 
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servation  practices  it  generally  takes  several  years  for  a  well  to  pay  out 
its  cost.  The  producer  can  generally  borrow  money  on  the  basis  of 
his  proved  reserves,  but  the  slow  pay-out  necessarily  means  that  he 
must  get  a  greater  price  for  his  oil  per  barrel  in  order  to  get  the  same 
return.  In  other  words  conservation  costs  something.  The  public 
gets  more  oil  and  they  should  be  willing  to  pay  the  increased  costs 
that  result  from  the  conservation  program  that  provides  them  with 
additional  oil  and  petroleum  products  at  reasonable  prices. 

SECONDARY  RECOVERY 

The  importance  of  secondary  recovery  has  been  fully  discussed. 

In  the  Bradford  Field  of  Pennsylvania  primary  production 
amounted  to  about  250,000,000  barrels  but  in  the  20  years  since  water 
flooding  was  started  the  field  has  produced  another  220,000,000  barrels 
of  oil  and  with  present  known  methods  there  are  approximately 
100,000,000  to  125,000,000  barrels  of  oil  still  to  be  recovered.  With  the 
best  knowledge  now  available  it  is  estimated  there  will  still  be 
700,000,000  barrels  left  in  the  field  when  it  is  finally  considered 
depleted.  It  is  estimated  there  will  be  100  billion  barrels  left  in  the 
oil  sands  in  the  United  States  when  all  present  known  methods  of 
operation  are  finished. 

Prices  that  are  too  low  result  in  waste.  Prices  should  be  sufficiently 
high  to  bring  about  the  greatest  reasonable  recovery  of  oil  from  the 
sands  of  the  United  States.    Mr.  Andrus  in  his  testimony  stated : 

We  have  not  yet  come  to  the  end  of  our  supply  of  flush  fields  and  hate  to  pay 
the  slightly  higher  price  for  oil  products  which  would  make  it  possible  to  obtain 
more  than  twice  as  many  barrels  per  acre  from  our  crude  reserves.  The  price 
set  for  oil  has  been  based  on  competitive  flowing,  not  eflicient  clean-up.  Our 
great  ability  to  produce  was  a  life  saver  in  war  and  is  necessary  for  our  peace- 
time economy.  However,  we  must  keep  it  under  control  if  we  are  to  get  the 
maximum  in  wealth  and  jobs  from  the  oil  reserves  in  our  keeping. 

An  increase  of  around  one  or  one  and  one-half  cents  per  gallon 
for  crude  oil  over  the  present-day  price  would  be  enough  to  make  tre- 
mendous areas  throughout  the  country  available  for  secondary  re- 
covery. This  is  a  small  price  to  pay  for  a  commodity  that  is  so  essential 
to  our  national  defense  and  our  peacetime  welfare. 

The  Bureau  of  Mines  should  cooperate  with  the  efforts  of  private 
industry  and  the  various  States  in  a  thorough  and  scientific  manner  in 
the  problem  of  reclaiming  this  residual  oil  in  the  manner  that  the 
Bureau  is  now  doing  work  for  shale  oil  and  synthetic  fuels.  This 
should  be  scientific  work  and  should  not  be  the  type  of  work  that  would 
put  Government  in  competition  with  private  enterprise. 

The  Federal  Government  should  also  adopt  policies  which  would 
encourage  the  maintaining  of  a  price  for  crude  oil  which  will  allow 
private  industry  to  obtain  the  maximum  in  production  and  employ- 
ment from  these  irreplaceable  resources. 

CONSERVATION  OF  STRIPPER  WELLS 

In  the  United  States  the  stripper  wells  comprise  71.8  percent  of  all 
the  oil  wells ;  they  produce  nearly  13  percent  of  the  oil  produced ;  they 
have  an  average  production  of  about  2  barrels  per  day ;  and  approxi- 
mately 20  percent  of  the  Nation's  total  crude  oil  reserves  underlie  these 
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"wells.  Their  continued  operation  is  of  vital  importance  in  connec- 
tion with  secondary  recovery  operations. 

Even  the  Office  of  Price  Administration  recognized  that  the  present 
posted  price  for  crude  oil  was  inadequate  to  maintain  stripper  wells 
in  operation.  They  instituted  premium  payments  for  crude  oil  pro- 
duced from  stripper  wells.  Should  these  premium  payments  be  dis- 
continued without  a  substantial  increase  in  the  price  of  crude  oil,  it 
will  result  in  the  abandonments  of  thousands  and  thousands  of  stripper 
wells  and  the  loss  of  the  underlying  reserves.  The  only  way  that 
stripper  wells  can  continue  in  operation  is  on  the  basis  of  an  adequate 
price. 

If,  because  of  an  insufficient  price,  large  abandonments  appear  im- 
minent, the  question  has  been  raised  as  to  whether  the  reserves  under- 
lying stripper  wells  are  of  sufficient  importance  to  the  economic  wel- 
fare of  our  Nation  and  to  its  national  defense  to  justify  some  special 
means  of  keeping  them  in  operation.  The  vast  majority  of  these  wells 
can  be  continued  in  operation  at  a  price  less  than  the  competitive  price 
for  petroleum  products  from  other  sources  such  as  shales  and  coal. 
Many  consider  that  it  would  be  a  waste  to  permit  these  wells  to  be 
abandoned  before  the  price  for  crude  oil  reaches  nearly  a  competitive 
level,  which  level  is  around  $2  to  $2.25  a  barrel. 

Various  suggestions  have  been  made  as  to  what  should  be  done  with 
reference  to  this  stripper  well  problem.  Mr.  McClure  has  submitted 
all  these  suggestions  to  you,  including  an  adequate  oil  price  structure, 
the  proposal  for  a  price  differential  for  stripper  wells,  a  price  floor 
for  stripper-well  production  and  a  survey  by  the  proper  agency  of 
Government  of  the  problem  to  determine  what,  if  any,  action  should 
be  taken  to  prevent  these  abandonments  under  normal,  competitive 
price  conditions. 

PRICE 

The  most  important  factor  in  finding,  developing  and  producing 
crude  oil  reserves  to  keeping  the  independent  oil  producer  in  business 
is  an  adequate  price  for  crude  oil.  Irrespective  of  how  the  other  re- 
quirements of  the  independent  oil  producer  are  met,  he  cannot  fulfill 
his  obligation  to  the  Nation  or  stay  in  business  without  an  adequate 
price.  The  oil  producer  must  receive  a  price  for  his  oil  sufficient  to 
cover  replacement  costs,  including  taxes,  and  have  a  profit  commen- 
surate with  the  hazards  of  the  business  in  which  he  is  engaged.  He 
must  receive  sufficient  money  from  the  oil  he  sells  to  drill  an  increas- 
ing number  of  wells  in  order  that  we  may  have  an  adequate  supply 
of  petroleum  products  in  time  of  peace  and  in  time  of  war. 

Adequate  prices  for  raw  materials  are  essential  both  to  the  pros- 
perity of  our  Nation  in  time  of  peace  and  to  its  safety  in  time  of  war. 
The  continued  prosperity  of  our  country  depends  largely  on  the  pros- 
perity of  the  raw-materials  industries  including  oil  production. 

Over  the  years  the  average  service-station  price  of  gasoline,  exclud- 
ing tax,  at  50  representative  cities,  has  been  reduced  from  25.434  cents 
per  gallon  from  January  1,  1919,  to  14.19  cents  per  gallon  on  Novem- 
ber 1,  1945,  and  the  octane  rating  has  been  increased  from  probably 
about  50  to  up  around  80,  thus  giving  the  consumer  a  much  better 
product.  At  the  same  time,  however,  the  State  and  Federal  Govern- 
ments have  increased  the  taxes  on  gasoline  to  such  an  extent  that  the 
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major  portion  of  this  benefit  to  the  consumer  has  been  absorbed  by 
Government  in  increased  taxes.  In  Oklahoma  we  are  now  paying, 
in  addition  to  the  li/2-cent  Federal  gasoline  tax,  a  State  gasoline  tax 
of  iy2  cents  per  gallon  of  which  2  cents  was  added  last  year  by  the 
State  legislature.  The  Office  of  Price  Administration  has  said  that 
increases  in  petroleum  products  prices  were  inflationary.  The  whole- 
sale price  of  regular  gasoline  in  Oklahoma,  according  to  Piatt's  Oil- 
gram,  is  only  5  cents  per  gallon  today  with  9  cents  tax  on  it.  In- 
creased gasoline  taxes  forced  the  consumer  to  pay  more  for  a  petrol- 
eum product  but  we  hear  no  cries  from  the  Office  of  Price  Adminis- 
tration that  such  action  is  inflationary. 

Primarily  the  cost  of  crude  oil  is  basic  and  should  be  sufficient  to 
cover  not  only  all  costs  of  operating  proven  oil  properties  but  of  the 
cost  of  exploring  for,  discovering  and  developing  new  reserves  pf 
crude  oil  to  replace  the  oil  currently  produced.  Price  also  affects  the 
ability  of  stripper  wells  to  continue  in  operation  and  to  recover  the 
imderlying  reserves.  It  also  affects  the  extent  of  exploration  work 
and  the  quantity  of  new  proven  reserves  made  available.  If  too  low 
a  price  exists  it  tends  to  create  waste.  Prices  of  all  other  commodi- 
ties, particularly  raw  materials  and  wages,  enter  into  the  cost  of  oil 
and  some  equitable  relationship  must  exist  between  oil  prices,  if 
adequate  quantities  of  crude  oil  are  to  be  made  available.  The  price 
must  provide  a  m.argin  above  cost  sufficient  to  make  available  funds 
for  exploration,  funds  to  cover  replacements  costs,  funds  for  second- 
ary recovery  or  other  conservation  measures,  a  fair  return  on  bor- 
rowed and  invested  capital,  taking  into  consideration  the  hazards 
involved  and  to  maintain  the  industry  as  a  healthy  going  concern. 
Historical  or  past  costs  are  not  a  proper  basis  for  determming  ade- 
quate prices.     Prices  must  be  based  on  current  or  replacement  costs. 

I  desire  to  stress  the  fact  that  by  1945  the  hourly  wage  index  was 
nearly  200,  the  lumber  price  index  over  155,  the  bituminous  coal  price 
index  over  120  and  the  all  commodities  index  over  105,  while  the 
crude  price  index  was  still  under  65.  These  figures  are  shown  in 
the  chart  entitled  "Crude  Oil  Price  at  Depressed  Level"  accompanying 
Mr.  Becker's  testimony.    [Supra,  p.  218.] 

The  effect  of  price  on  the  number  of  net  oil  wells  in  operation  is 
shown  very  effectively  in  the  chart  entitled  "Price  Normally  Stimulates 
New  Oil  Supply"  accompanying  Mr.  Becker's  testimony.  [Supra, 
p.  220.]  The  mgher  the  price  the  greater  the  number  of  wells  in 
operation  while  the  lower  the  price,  the  smaller  the  number  of  wells 
in  operation. 

During  the  period  from  July  26,  1941,  down  to  date  the  producing 
branch  of  the  petroleum  industry  has  made  every  possible  effort 
to  secure  a  proper  increase  in  the  price  ceilings  for  crude  oil  which 
were  frozen  at  the  depressed  levels  of  1941.  Hearings  after  hear- 
ings have  been  held  before  congressional  committees  and  in  no  case 
has  there  been  any  disagreement  on  the  part  of  any  congressional 
committee  as  to  our  position  that  an  increase  in  crude  oil  price  ceilings 
was  necessary  and  justified.  The  Petroleum  Administrator  for  War 
recommended  an  average  increase  of  35  cents  per  barrel  in  1943.  The 
oil  regulatory  bodies  of  the  various  oil-producing  States  and  the 
Interstate  Oil  Compact  Commission  have  all  recommended  increases 
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in  crude  oil  price  ceilings.  The  Petroleum  Industry  War  Council 
made  such  recommendations.  Notwithstanding  the  unanimity  of 
opinion  by  those  with  long  experience  in  the  petroleum  industry  and 
notwithstanding  the  soundness  of  the  testimony  presented,  the  Office 
of  Price  Administration  failed  to  provide  any  over-all  increase  in  the 
price  ceilings  for  crude  oil  until  the  recent  promise  of  a  small  amount 
of  10  cents  per  barrel.  This  was  after  a  report  of  their  own  National 
Crude  Oil  Advisory  Committee  had  shown  that  an  80-cent-per-barrel 
increase  was  needed  and  had  recommended  an  immediate  increase 
of  35  cents  per  barrel. 

It  is  going  to  be  impossible  for  the  independent  oil  producers  to 
stay  in  business  and  to  find  the  new  reserves  that  are  going  to  be 
needed  in  the  future,  if  they  are  to  continue  to  be  subjected  to  the 
arbitrary  rules  of  bureaucratic  agents  of  Government.  They  cannot 
exist  under  such  type  of  control. 

The  fairest  and  best  solution  is  to  eliminate  all  price  controls  on 
petroleum  and  its  products.  There  is  no  shortage  of  petroleum, 
petroleum  products  or  facilities.  Competition  will  bring  on  reason- 
able prices  as  in  the  past.  Price  controls  should  be  eliminated  where 
supply  is  in  excess  of  demand.  The  Office  of  Price  Administration 
in  the  interim  should  raise  crude  oil  price  ceilings  at  least  35  cents 
per  barrel  immediately  and  make  appropriate  increases  in  products 
price  ceilings. 

IMPORTS 

An  adequate  price  is  of  no  benefit  unless  there  is  a  market  for  the 
crude  oil  available.  Without  a  market  the  domestic  oil  producer  can- 
not exist.  Therefore,  he  is  entitled  to  have  the  first  opportunity  to 
supply  all  the  needs  of  the  United  States  at  reasonable  prices  and 
imports,  if  any,  as  might  be  necessary  to  supplement  the  domestic 
supply  should  only  be  in  amounts  equivalent  to  any  difference  be- 
tween the  United  States  demand  and  the  maximum  efficient  produc- 
ing rate  of  the  domestic  industry  and  at  no  time  should  such  imports 
be  in  volumes  or  on  a  basis  so  as  to  harm  the  domestic  oil  producers. 

These  principles,  in  general,  have  been  approved  by  the  entire  in- 
dustry. The  important  problem  now  is  the  formulation  of  sound  and 
workable  procedure.  We  are  confronted  with  the  pioblem  that  the 
imported  petroleum  and  its  products  have  lower  production  costs 
and  could  be  sold  at  lower  prices  than  comparable  petroleum  and 
products  produced  in  this  country  delivered  at  Atlantic  seaboard 
ports.  Those  receiving  the  imports,  therefore,  could  have  lower  cost 
products  to  offer  in  competition  with  their  competitors.  In  order  to 
secure  markets  they  might  offer  these  products  at  lower  prices,  thus 
breaking  down  the  price  structure  and  bringing  about  lower  and 
lower  prices  for  crude  petroleum  in  this  country  so  it  seems  essential 
that  adequate  excise  taxes  on  imports  must  be  made  effective. 

A  proper  import  program  might  require  some  legislative  action. 
Under  the  provisions  of  the  Reciprocal  Trade  Agreements  Act  certain 
trade  agreements  were  made  with  Venezuela  and  Mexico,  as  a  re- 
sult of  which  there  are  now  no  limitations  on  imports  and  the  excise 
taxes  on  crude  oil  and  fuel  oil  have  been  reduced  from  21  cents  per 
barrel  to  10^/^  cents  per  barrel.    Last  year  Congress  granted  authority 
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to  the  President  to  make  further  trade  agreements  wherein  the  ex- 
cise taxes  on  imports  of  fuel  oil  and  crude  oil  could  be  reduced  another 
50  percent,  down  to  5^  cents  per  barrel.  Imports  are  now  at  a  very 
high  level. 

It  would  seem  proper  for  the  State  Department  to  hold  a  confer- 
ence with  the  domestic  producers  and  importers  and  endeavor  to  as- 
certain whether  a  satisfactory  understanding  cannot  be  reached  as 
to  the  quantities  of  crude  oil  and  its  products  that  should  be  imported 
into  the  United  States  in  relation  to  domestic  production  and  the 
amount  of  excise  taxes  that  might  be  required  to  equalize  the  cost  of 
the  imported  and  domestic  crude  oil  and  products.  With  such  an 
understanding  the  State  Department,  supported  by  the  domestic  pro- 
ducers and  the  importers  could  then  properly  ask  Congress  to  enact 
the  necessary  legislation  to  make  such  a  program  effective.  If  an 
economic  climate  is  to  exist  in  which  the  domestic  oil  producer  can 
live,  there  must  be  proper  control  of  imports. 

TAXES  AS  A  FACTOR  AFFECTING  THE  INDEPENDENT  PRODUCER  OF  OIL  AND  GAS 

An  adequate  market  and  an  adequate  price  are  not  enough.  The 
producer  must  not  have  his  income  absorbed  by  unsound  tax  policies. 
He  must  be  permitted  to  keep  sufficient  money  to  plow  back  into  drill- 
ing additional  wells.  We  have  only  been  drilling  wells  at  about  half 
the  rate  we  should.  We  cannot  increase  our  drilling  program  without 
more  money.  We  would  not  have  drilled  as  many  wells  during  the 
war  as  we  did  had  it  not  been  for  money  furnished  from  outside  the 
petroleum  industry.  The  oil  producer  must  be  assured  that  the  per- 
centage depletion  allowance  and  the  right  to  expense  intangible 
drilling  costs  will  be  maintained  permanently  and  that  he  will  not 
be  subjected  to  excessive  tax  rates.  He  should  also  be  freed  from 
competition  from  tax-exempt  organizations.  Excessive  gasoline  and 
excise  taxes  on  the  domestic  industry  should  be  eliminated. 

Congress  in  its  wisdom  has  for  many  years  maintained  the  percent- 
age-depletion allowance  and  the  right  to  expense  intangible  drilling 
costs,  as  being  part  of  a  sound  tax  program  for  the  petroleum  industry. 
They  are  part  of  the  economic  structure  upon  which  the  producing 
branch  of  the  petroleum  industry  has  been  built.  They  have  proved 
their  worth  in  the  development  of  adequate  crude  oil  reserves  in  this 
Nation.  If  departments  of  government  woud  refrain  from  continu- 
ally attacking  these  provisions  so  that  the  industry  could  be  assured  of 
their  permanence  it  would  be  one  of  the  most  helpful  things  that 
could  occur.  The  independent  oil  producer  is  more  affected  by  these 
provisions  than  the  fully  integrated  company  because  he  is  dependent 
entirely  on  profits  from  the  producing  branch  of  the  industry.  Many 
integrated  companies  could  continue  to  operate  profitably  without 
being  engaged  in  the  production  branch  at  all,  so  it  is  particularly 
important  that  the  independent  producer  be  given  some  assurance  of 
the  permanency  of  the  tax  provisions  referred  to. 

Another  important  need  for  all  businessmen  is  the  stabilization  and 
simplification  of  income-tax  laws  and  administrative  procedure  so 
that  they  can  make  long-range  plans  without  being  unduly  hampered 
with  uncertainties  of  tax  liabilities  of  prior  years. 
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THE  INDEPENDENT  REFINER 

While  there  is  rather  great  concentration  in  the  refining  branch  of 
the  industry  to  the  extent  that  21  companies  in  1944  processed  83.51 
percent  of  the  crude  oil  and  7  companies  processed  53.61  percent, 
there  were  still  some  234  independent  refining  companies  that  pro- 
cessed nearly  161^  percent  of  the  crude  oil,  thus  providing  vigorous 
competition  in  the  refining  branch. 

The  independent  in  this  branch,  as  in  the  others,  embodies  the  spirit 
and  is  the  substance  of  free  enterprise.  There  is  apprehension  on  the 
part  of  some  with  reference  to  the  survival  and  the  success  of  the  inde- 
pendent. If  competitive  conditions  or  practices  make  it  impossible  for 
the  independent  to  start,  to  grow,  to  live,  and  to  prosper,  then  some  will 
ask  the  Government  to  take  some  action.  Under  our  system  of  Govern- 
ment many  independents  believe  there  must  be  strong  independent 
units  in  every  branch. 

The  independent  refiner  usually  has  a  large  amount  of  his  own  money 
and  generally  the  money  of  a  few  associates  and  friends  in  the  business, 
and  usually  manages  the  business  himself.  His  plant  is  frequently  near 
the  source  of  supply  and  often  furnishes  a  market  for  crude  oil  which 
would  otherwise  have  no  market.  In  the  past  and  particularly  prior 
to  1930  the  independent  refiner  practically  always  paid  the  full  posted 
price  for  crude  oil  and  frequently  a  premium,  and  the  payment  of  these 
premiums  often  brought  about  increases  in  the  price  of  crude  oil  as  a 
result  of  the  competition  for  the  oil.  The  independent  refiner  must 
be  able  to  make  a  profit  on  his  operations  and  the  independent  pro- 
ducer recognizes  the  necessity  for  this  and  the  problem  that  confronts 
them  in  that  they  can  rarely  sell  their  products  at  higher  prices  than 
the  majors  receive  for  their  highly  advertised  products.  The  inde- 
pendent producer  believes  that  he  should  receive  replacement  cost, 
plus  a  reasonable  profit  and  that  refined  products  prices  at  the  refinery 
should  then  be  sufficiently  high  to  enable  the  refiner  to  make  a  profit 
aft-er  paying  a  fair  price  for  the  crude  oil.  The  independent  refiners 
play  an  important  part  in  providing  local  employment  in  the  com- 
munities in  which  they  operate. 

The  return  on  the  capital  invested  in  the  refining  branch  of  the  in- 
dustry is  small,  particularly  considering  the  hazards  involved.  In- 
come taxes  on  corporate  earnings  and  on  dividends  received  by  the 
individual  stockholder  in  an  independent  refining  corporation,  place 
a  great  burden  in  the  way  of  dotible  taxation  on  these  small  enterprises. 
This  is  likewise  true  on  the  small  company  engaged  in  any  branch  of 
the  petroleum  industry.  The  independent  refiners  believe  that  small 
business  is  a  necessity  on  which  the  life  of  the  free-enterprise  system  de- 
pends. They  have  a  service  to  perform  which  they  have  done  effec- 
tively for  many  years,  and  their  continuation  in  business  is  important 
to  our  welfare. 

A   PROGRAM 

I  believe  that  most  of  the  recommendations  of  the  witnesses  have 
been  covered  in  this  summary.  I  will  endeavor,  however,  to  outline 
some  suggestions  briefly. 

1.  If  the  independent  oil  producer  is  to  continue  in  business  there 
must  be  an  adequate  ^^rice  for  crude  oil.  The  best  and  most  effective 
action  would  be : 
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(a)  Remove  price  controls  from  petroleum  and  its  products. 

(b)  In  the  interim  recommend  to  the  Price  Administrator  an  im- 
mediate increase  in  crude  oil  price  ceilings  of  at  least  35  cents  per  bar- 
rel with  appropriate  increases  in  products  price  ceilings. 

(c)  Develop  a  public  understanding  of  the  fact  that  conservation 
of  oil  and  adequate  supplies  require  a  price  for  crude  oil  in  excess  of 
replacement  cost  in  an  amount  commensurate  with  the  hazards  of  the 
business. 

2.  Recommend  that  the  State  Department  hold  conferences  with 
domestic  producers  and  importers  in  an  effort  to  determine  a  proper 
import  program. 

Recommend  legislation  placing  excise  taxes  on  imported  crude  oil 
and  products  equal  to  the  difference  between  the  cost  of  the  imported 
and  domestic  products  at  Atlantic  seaboard  ports  and  limiting  imports 
to  some  definite  percentage  of  refinery  throughput  in  the  United 
States. 

Mr.  Fraser.  In  your  recommendation  to  the  State  Department,  you 
are  not  bypassing  Congress  there,  are  you?  You  do  not  intend  to 
recommend  that  the  State  Department  hold  conferences  with  domestic 
producers  and  importers  to  determine  a  proper  importing  program? 

Senator  Moore.  You  mean  under  the  present  laws? 

Mr.  Fraser.  Is  that  what  you  mean,  under  the  Reciprocal  Trade 
Agreements  Act  ? 

Mr.  Fell.  You  see,  until  you  get  some  change  in  legislation,  your 
only  chance,  Mr.  Fraser,  is  through  the  State  Department. 

Mr.  Fraser.  The  long-range  import  program,  I  think,  is  way  beyond 
this  reciprocal  trade  agreement  program,  which  is  sort  of  a  temporary 
project. 

Mr.  Fell.  Yes;  the  second  is  our  long-range  program,  the  excise 
taxes  and  the  percentage  restriction.    [Resuming :] 

3.  Recommend  that  there  be  a  definite  governmental  policy  that  the 
provision  covering  percentage  depletion  in  the  Revenue  Act  and  the 
regulation  permitting  the  expensing  of  intangible  drilling  costs  be 
continued  permanently. 

4.  Conservation  of  oil  and  gas  is  a  proper  function  of  the  States. 
Encourage  every  oil  and  gas  producing  State  to  adopt  a  sound  con- 
servation law  and  to  enforce  it  fairly  and  effectively  through  its  regu- 
latory body. 

5.  The  Federal  Government  should  support  the  States  in  their 
conservation  program  by — 

(a)  Continuing  as  permanent  the  Connally  Hot  Oil  Law,  prohibit- 
ing shipment  in  interstate  commerce  of  crude  oil  or  products  pro- 
duced in  violation  of  State  laws  or  regulations. 

(&)  Continued  approval  of  the  Interstate  Oil  Compact  as  a  proper 
means  of  cooperation  between  the  States  in  conserving  oil  and  gas. 

(g)  The  continuation  by  the  Bureau  of  Mines  of  monthly,  impartial, 
scientific  forecasts  of  consumptive  demand  for  crude  oil  from  each 
State.  These  should  be  released  by  the  20th  of  the  month  preceding 
the  month  for  which  they  were  made. 

6.  Government  policy  should  be  to  encourage  an  adequate  pjice  for 
crude  oil  and  gas  to  provide  the  necessary  reserves  for  our  national 
defense  and  for  our  national  welfare  in  time  of  peace.  An  appropriate 
Government  agency  might  be  authorized  to  make  a  study  to  determine 
whether  stripper  well  reserves  are  of  sufficient  importance  to  our  na- 
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tional  defense  to  justify  any  program  to  prevent  their  abandonment 
and  to  encourage  secondary  recovery  operations  when  crude  oil  prices 
reach  too  low  a  level  under  free  competition  and,  if  so,  to  recommend 
specific  means  of  accomplishing  the  desired  purpose. 

7.  Government  should  encourage  research  by  the  Bureau  of  Mines 
of  the  Department  of  the  Interior  in  relation  to  improved  secondary 
recovery  operations  and  in  relation  to  the  development  of  synthetic 
fuel  from  coal  and  shale,  but  this  work  should  be  purely  scientific  and 
not  of  the  character  that  would  put  Government  in  business  competi- 
tion with  private  enterprise. 

8.  Remove  war  restrictions. 

9.  The  leasing  of  Government  lands  for  oil  and  gas  development 
should  be  under  one  department  of  Government  and  leases  should  be 
made  uniform  and  in  a  form  similar  to  commercial  leases  with  a 
royalty  of  one-eighth.  Leasing  of  public  lands  was  fully  covered  in 
testimony  before  a  subcommittee  of  the  Public  Lands  Committee  of 
the  Senate  by  Judge  Warwick  M.  Downing,  of  Denver,  and  I  would 
request  that  that  testimony  be  made  a  part  of  the  records  of  this 
hearing. 

Senator  O'Mahoney  presided  at  that  hearing  in  Denver. 

Senator  Moore.  Yes;  I  know  that. 

Mr.  Fell.  I  believe  all  of  the  previous  suggestions  will  be  helpful 
to  the  independent  if  made  effective  and  we  are  hopeful  will  develop 
an  economic  climate  that  will  permit  the  independent  operator  in 
each  branch  of  the  petroleum  industry  to  live  and  function  effectively. 

Senator  Moore.  Thank  you,  Mr.  Fell. 

Are  you  the  last  witness  ? 

Mr.  Fell.  Yes,  sir. 

Senator  Moore.  What  about  the  witnesses  that  we  were  to  have 
later? 

Mr.  Fell.  We  have  some  stripper-well  operators  that  want  to 
testify  in  the  morning,  you  remember,  Senator  Moore. 

Senator  Moore.  Are  they  here  ?  I  suggest  we  might  stay  here  until 
after  supper  and  get  that  over  with  today,  if  they  want  to  testify. 

Mr.  Fell.  No  ;  they  are  not  here. 

Senator  Moore.  How  much  time  are  they  supposed  to  consume? 

Mr.  Fell.  I  would  not  think  over  an  hour,  or  an  hour  and  a  half. 

Senator  Moore.  Mr.  Reppert,  you  wanted  to  introduce  some  testi- 
mony here  ? 

Mr.  Reppert.  Mr.  Noble  is  here.  He  is  the  director  of  the  services 
accounting  and  audits  division,  in  our  office. 

Senator  Moore.  That  is  to  take  issue  with  a  point  that  was  made? 

Mr.  Reppert.  Yes;  with  the  point  that  they  made  with  respect  to 
computing  costs.  We  differ  with  them  on  their  approach  to  that 
problem. 

Senator  Mooee.  Couldn't  that  be  prepared  in  a  paper  to  be  filed  with 
the  committee? 

Mr.  Reppert.  Yes ;  it  could. 

Senator  Moore.  Wouldn't  that  be  a  better  way  to  handle  it  ? 

Mr.  Noble.  I  think  it  would  be  a  good  thing  to  prepare  such  a  paper, 
sir.  I  would  just  like  to  make  one  brief  statement  pointing  out  the 
issue,  unless  you  feel  we  do  not  have  the  time. 

Senator  Moore.  There  is  a  limit  on  our  endurance,  but  you  may 
proceed. 
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STATEMENT  OF  LINDSLEY  H.  NOBLE,  DIRECTOE,  SEKVICES 
ACCOUNTING  AND  AUDITS  DIVISION,  OFPICE  OF  PRICE 
ADMINISTRATION 

Mr.  Noble.  I  am  speaking  as  a  representative  of  the  accounting 
department.  It  is  our  job  not  to  set  prices  or  be  interested  in  price 
policy;  it  is  our  job  to  determine  accounting  or  economic  facts  as 
represented  by  accounting  practices. 

When  we  were  asked  by  the  Price  Branch  to  determine  the  earning 
position  of  an  industry,  we  applied  the  accepted  accounting  practices. 
And  when  we  are  asked  if  the  figures  presented  by  the  committee  on 
the  replacement  cost  basis  represent  the  earning  position  of  the  indus- 
try, we  are  compelled  to  say  no;  the  method  followed  in  the  develop- 
ment of  replacement  cost  is  entirely  contrary  to  the  practice  of 
accounting  followed  by  the  industry  in  its  own  corporate  accounts. 

We  have  asked  members  of  the  committee  to  name  a  single  com- 
pany that  keeps  its  books  on  that  basis,  and  we  have  yet  to  learn  of 
one.  Mr.  Russell  Brown,  in  testifying  before  the  Senate  Banking 
and  Currency  Committee,  stated  categorically  that  it  had  never  been 
the  practice  of  the  industry  to  keep  its  books  on  that  basis. 

So  we  simply  say  that  if  you  wish  to  set  a  ceiling  price  which  will 
return  replaceinen't  costs  plus  a  profit,  the  profit,  as  an  accountant 
would  determine  it,  is  being  seriously  understated.  We  do  not  say 
that  we  should  not  have  that  additional  profit  to  provide  the  capital 
it  may  require.  That  is  not  the  issue.  But  you  are  simply  by  that 
process  not  stating  the  profit  as  it  would  be  determined  by  an  inde- 
pendent accountant  and  as  it  is  reflected  in  the  books  of  accounts  of 
the  oil  industry  itself. 

That  was  the  only  issue  I  wished  to  make  clear. 

Mr.  Fell.  Senator  Moore,  I  would  just  like  to  say  this,  with  which 
you  are  \erj  familiar.  You  know  that  as  an  oil  producer  you  go  out 
here  and  drill  up  a  bunch  of  properties  and  then  you  stop  drilling, 
and  your  bookkeeping  accounts  will  show  you  then  the  profit  year 
after  year.  But  you  know,  finally,  you  are  just  out  of  business  even 
though  the  bookkeeping  showed  a  profit. 

Senator  Moore.  You  mean,  if  you  do  not  have  money  in  the  bank  ? 

Mr.  Fell.  Here  is  the  thing.  We  do  not  show  our  goods  on  the 
shelves  in  our  inventory  at  the  first  of  the  year  and  the  last  of  the 
year  as  they  do  in  a  merchandising  business. 

Senator  Moore.  I  see  what  you  mean ;  yes. 

Mr.  Fell.  You  can  show  a  bookkeeping  profit  and  still  go  broke. 
You  will  just  liquidate  yourself  out  of  business. 

Mr.  Jacobsen.  May  I  say  a  word,  Senator  Moore  ? 

Senator  Moore.  Mr.  Jacobsen,  we  will  be  glad  to  hear  from  you. 

Mr.  Jacobsen.  When  Mr.  Noble  says  that  the  cost  statement  pre- 
pared by  the  advisory  committee  is  not  based  on  the  same  system  that 
the  companies  themselves  use  in  connection  with  the  replacement 
cost,  then  I  do  not  think  that  statement  means  anything  because  there 
is  no  occasion  for  any  oil  company  to  keep  books  on  the  basis  of  re- 
placement cost.  That  would  just  involve  guesswork  as  to  what  the 
replacement  cost  is  going  to  be. 

Senator  Moore.  I  see. 
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Mr.  Jacobsen.  A  company  must  keep  its  books  on  a  historical  basis. 
In  other  words,  the  only  way  in  which  a  company  can  keep  its  books 
is  by  charging  up  the  cost  of  what  you  buy  and  crediting  the  cost  of 
what  you  sell.  There  is  no  other  way  of  doing  it.  But  no  oil  company 
has  any  occasion  to  keep  its  ordinary  business  books  on  the  basis  of 
replacement  cost.  Consequently,  the  statement  that  they  have  not 
found  a  single  company  doing  it  does  not  mean  a  blessed  thing. 

Senator  Moore.  I  see  what  you  mean. 

Does  that  answer  your  criticism,  Mr.  Noble  ? 

Mr.  Noble.  No;  it  simply  means  that  if  accounting  means  any- 
thing in  determining  profit  and  loss,  when  you  depart  from  that  you 
are  not  stating  the  profit  and  loss  as  it  would  be  determined  by 
accountants  which  form  the  basis  on  which  dividends  are  paid  in  the 
management  of  companies.  We  were  simply  concerned  to  see  that 
the  type  of  confusion  and  departure  from  accounting  standards  which 
exist  in  the  tax  laws  be  not  repeated  in  the  accounting  procedures  for 
fixing  price  determinations  as  far  as  earnings  were  involved. 

Mr.  Fraser.  Would  you  subscribe  to  the  view  that  accounting  really 
is  not  an  exact  science,  but  tends  at  times  to  become  rather  mystical  ? 

Mr.  Noble.  Yes,  sir ;  accounting  is  not  an  exact  science ;  it  is  more 
of  an  art.  But  we  feel,  as  the  gentleman  just  said  there,  the  historic 
cost  is  better  than  the  estimates  which  are  just  guesses,  as  he  said,  which 
is  what  the  replacement  cost  represents. 

Mr.  Fraser.  Of  course  if  I  have  a  building  I  can  guess  very  closely 
what  it  would  cost  to  replace  it,  because  I  would  have  to  buy  some 
bricks  that  are  so  much,  and  some  timber  that  is  so  much,  and  the  labor 
at  so  much,  to  build  a  structure  of  a  certain  cubic  content.  But  I  can- 
not for  the  life  of  me  decide  how  much  money  will  be  required  to 
replace  this  oil  well  that  I  am  depleting.  Isn't  that  really  about  the 
sum  and  substance  of  it? 

Mr.  Fell.  That  is  the  whole  thing,  Mr.  Fraser.  And  you  can  just 
go  out  of  business  on  your  booldieeping  costs,  if  you  follow  those. 

Senator  Moore.  You  will  just  run  out  of  money? 

Mr.  Fell.  Yes ;  you  will  just  run  out  of  money. 

Mr.  Noble.  All  we  ask  is  that  you  call  a  spade  a  spade,  and  that  you 
not  say  that  replacement  costs  represent  your  margin  of  gain  and  loss. 

The  committee  has  admitted  that  in  its  own  report.  These  account- 
ing practices  do  not  reflect  what  they  call  the  economic  gain  or  loss. 
But  if  you  need  more  funds  to  replace  the  assets  being  consumed  that  is 
one  thing.  But  let  us  not  call  it  cost.  Let  us  say  we  need  additional 
margin  with  which  to  replace  the  more  expensive  assets  that  are  being 
destroyed. 

Mr.  Fraser.  Then  it  is  not  so  much  a  question  of  accounting  as  it  is 
one  of  semantics. 

Mr.  Noble.  Perhaps. 

Senator  Moore.  Your  witnesses  will  be  here  tomorrow,  Mr.  Fell  ? 

Mr.  Fell.  Yes ;  I  understand  that. 

Senator  Moore.  Very  well.  We  will  adjourn  until  10  o'clock  to- 
morrow morning. 

(Wliereupon,  at  5 :  35  p.  m.,  the  committee  adjourned  until  10  a.  m., 
Friday,  March  22, 1946.) 
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FRIDAY,   MARCH  22,    1946 

United  States  Senate, 
Special  Committee  Investigating  Petroleum  Resources, 

Washington^  D.  G. 

The  special  committee  met,  pursuant  to  adjournment,  at  10  a.  m.,  in 
room  318,  Senate  Office  Building,  Senator  E.  H.  Moore  presiding. 

Present:  Senator  Moore. 

Also  present:  Henry  S.  Fraser,  chief  counsel  to  the  special  com- 
mittee. 

Senator  Moore.  The  committee  will  be  in  order. 

Mr.  Fell.  Mr.  Chairman,  the  witnesses  selected  by  the  committee 
on  the  independent  company  finished  their  testimony  yesterday. 
There  are  some  of  the  stripper- well  operators  that  feel  some  of  the 
problems  of  the  stripper  wells  have  not  been  fully  covered,  and  they 
would  like  to  present  some  additional  testimony  on  stripper  wells. 
Mr.  J.  D.  Sandefer,  Jr.,  of  Breckenridge,  Tex.,  will  be  their  first  wit- 
ness, and  he  will  handle  the  hearing  of  those  witnesses  from  here  on. 

STATEMENT  OF  J.  D.  SANDEEEK,  JR.,  INDEPENDENT  OIL 
PRODUCER,  BRECKENRIDGE,  TEX. 

Mr.  Sandefer.  Gentlemen,  my  name  is  J.  D.  Sandefer,  Jr.  I  live  at 
Breckenridge,  Tex.,  which  is  in  west  central  Texas.  I  have  been  in 
the  oil  business  25  years.  I  was  president  in  1944  of  the  National 
Stripper  Well  Association.  As  such  I  sat  on  the  Petroleum  Industry 
War  Council,  and  also  had  the  privilege  of  sitting  with  the  OP  A 
advisory  committee,  after  it  was  decided  that  a  subsidy  would  be 
given  to  the  stripper  wells  of  the  United  States. 

From  my  25  years  of  experience  in  producing  oil,  the  fact  that 
I  was  president  of  the  National  Stripper  Well  Association  and  came 
in  contact  with  various  independent  stripper  operators  throughout 
the  United  States,  and  the  fact  that  I  conferred  many  times  with  the 
OPA,  after  a  subsidy  was  adopted,  and  the  many  problems  connected 
therewith,  I  believe  that  I  have  a  pretty  good  picture,  from  experi- 
ence, of  our  problem. 

I  do  not  have  a  written  statement.  I  read  Mr.  McClure's  state- 
ment time  and  again,  and  I  think  he  covered  a  lot  of  the  facts,  nearly 
all  of  the  facts. 

The  story  of  the  stripper  wells,  that  are  operated  by  the  small  in- 
dependent like  I  am,  has  been  told  many  times.  It  is  a  problem,  and 
we  well  realize  it. 

Mr.  Fraser.  Do  you  differ  with  Mr.  McClure's  statement  in  any- 
thing he  said,  or  are  you  amplifying  it  ? 

Mr.  Sandefer.  I  agree  with  him,  sir,  in  the  main.  I  want  to  tell  the 
committee  that  I  do  not  want  you  to  get  the  wrong  impression  that 
every  stripper  was  once  a  gusher,  because  a  stripper  well  can  be  a 
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stripper  Tvell  from  the  time  it  is  born  until  it  goes  out.  All  gushers 
in  time  become  strippers. 

It  has  been  said  by  Mr.  McClure  and  others,  and  I  want  to  reempha- 
size,  tliat  in  1944  stripper  wells  produced  217  million  barrels. 

Senator  Moore.  What  year  was  that? 

Mr.  Sandefer.  That  was  in  1944.  Senator.  I  want  to  state  again 
that  according  to  OPA  records,  a  Gorernment  agency,  74  percent  of 
the  wells  of  the  Xation  were  classified  as  strippers. 

Mr.  Fraser.  What  is  the  definition  of  a  stripper  well  ? 

Mr.  Saxdefer.  A  stripper  well  is  a  well  where  the  income  and  ex- 
pense are  approximately  the  same,  where  they  rapidly  approach  one 
another. 

Senator  Moore.  That  would  not  necessarih'  mean  that  it  is  based 
altogether  on  the  size  of  the  well  ? 

Mr.  Saxdefer.  That  is  correct.  You  may  have  a  stripper  well  that 
makes  50  barrels,  but  when  it  comes  to  the  matter  of  whether  or  not 
that  well  can  be  produced  at  what  it  cost  to  get  the  oil,  Senator,  that 
stripper  well  is  not  producing  at  a  profit. 

Senator  Moore.  That  would  be  clue  to  the  necessity  for  pumping  a 
great  deal  of  water  i 

Mr.  Saxdefer.  That  is  correct,  sir. 

Senator  Moore.  Maybe  the  great  depth  of  the  well  might  have  some- 
thing to  do  with  it. 

Mr.  Saxdefer.  I  just  want  to  bring  you  a  little  bit  of  the  picture. 
I  have  two  or  three  others  who  will  testify  as  to  the  conditions  that 
surround  the  stripper  wells  in  their  districts.  For  instance,  I  am 
abandoning,  while  I  am  in  Washington,  10  wells.  I  have  held  those 
wells  for  years  hoping  to  get  a  price  that  would  allow  me  to  do  sec- 
ondary recovery,  and  I  think  there  is  oil  under  them.  I  have  four 
other  leases  that  I  have  held  on  to,  that  I  have  been  led  to  believe  with 
a  fair  price  and  a  fair  margin  of  profit  would  be  subject  to  water  flood. 
I  am  told  that  there  is  as  much  oil  under  them  as  I  have  already  pro- 
duced, and  they  have  been  good  wells. 

I  agree  with  Mr.  McClure  again  that  the  price  of  oil  in  the  past  has 
been  set  by  flush  areas,  not  by  the  cost  of  getting  this  5  billion  barrels 
that  is  left  under  the  strippers.  I  want  to  make  myself  entirely  clear, 
that  every  stripper  well  is  not  subject  to  secondary  recovery.  Accord- 
ing to  the  industry,  they  claim  we  have  20  billion  barrels  of  reserves 
and  they  set  from  4  to  5  billion  as  being  under  stripper  wells. 

I  just  want  to  end  my  short  testimony,  gentlemen,  by  saying  that 
my  experience  in  the  oil  business  has  led  me  to  believe,  from  past  expe- 
rience, and  that  is  all  I  can  base  it  on,  that  the  price  has  never  been 
such  as  will  allow  us  to  do  secondary  recovery  and  recover  these 
barrels  of  oil  that  are  in  the  ground.  I  think  it  is  an  important  matter 
to  not  leave  those  barrels  of  oil  in  the  ground,  and  I  do  not  know 
any  other  method  or  way  to  get  it  except  by  higher  price,  where  the 
Government  makes  some  arrangement  to  protect  this  natural  resource. 
My  experience  for  the  last  20  years  indicates  that  what  we  have  been 
paid  by  the  major  companies  will  not  allow  us  to  do  it.  What  the  fu- 
ture holds  for  us,  I  do  not  know ;  I  can  just  hope. 

Mr.  Fraser.  Do  you  have  any  thoughts  in  regard  to  subsidies  ? 

Mr.  Saxdefer.  Any  thoughts  ?  You  will  have  to  amplify  that  just 
a  little. 

Mr.  Fraser.  I  was  making  it  a  little  general,  so  your  reply  can  be 
just  as  general  as  you  wish. 
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Mr.  Sandefek.  Well,  the  question  has  been  asked  as  to  where  we 
might  get  this  money.  That  is  a  big  problem.  I  do  not  have  the  direct 
answer.  All  I  can  say  is  I  had  hoped  we  might  get  it  out  of  some  of  the 
taxes  that  the  petroleum  industry  is  now  paying  and  has  paid  into  the 
general  fund.  I  had  hopes  that  the  Government  might  give  it  to  us 
from  the  same  source,  or  it  might  come  from  the  same  source  that  the 
air-mail  subsidy  came  from,  which  developed  the  great  aviation  in- 
dustry and  which  meant  so  much  to  us  in  the  war  that  we  just  won.  I 
had  hoped  it  might  come  from  where  the  money  to  take  care  of  soil 
erosion  and  flood  control  came.  That,  sir,  is  just  a  matter  of  my  very 
loose  thinking. 

Mr.  Fraser.  You  do  not  shy  away  from  the  theory  of  subsidies  in 
time  of  peace  ? 

Mr.  Sandefer.  Yes,  sir.  I  think  there  are  some  subsidies  though 
that  cost  so  little  that  for  the  public  interest  they  are  very  well  worth- 
while. I  will  say  that  some  subsidies  are  for  national  defense,  and  they 
are  of  such  small  cost  that  they  afford  a  sound  investment  for  the 
security  of  our  country.  • 

Senator  Moore.  Well,  the  State  of  Texas  produces  a  tremendous 
amount  of  oil  and  is  dependent,  to  a  great  extent,  as  far  as  prosperity 
and  over-all  economic  betterment  is  concerned,  on  the  maintenance  of 
as  much  of  this  oil  production  as  possible.  If  you  are  saying  that  the 
Government  should  pay  a  subsidy,  what  would  you  think  about  the 
State  of  Texas  paying  a  subsidy  ? 

Mr.  Sandeeer.  Senator,  we  have  discussed  that,  but  I  do  not  think 
you  would  ever  get  that  by  our  friends  down  there,  who  are  friends 
of  mine.    They  would  never  listen  to  it. 

Senator  Moore.  Well,  they  would  have  to  pay  it  anyway,  would  they 
not,  if  it  came  through  the  National  Treasury  ? 

Mr.  Sandefer.  Yes ;  but  to  tell  them  that,  it  would  be  a  pretty  hard 
selling  matter. 

Senator  Moore.  You  are  pretty  proud  of  your  government  in  Texas, 
aren't  you  ? 

Mr.  Sandefer.  Ami  proud  of  my  government  in  Texas? 

Senator  Moore.  Yes. 

Mr.  Sandefer.  I  think  we  won  the  war. 

Senator  Moore.  I  knew  you  would  feel  that  way  about  it. 

Mr.  Sandefer.  May  I  sty  we  had  a  little  help  from  Oklahoma. 

Senator  Moore.  Well,  that  thought  had  never  occurred  to  me  before, 
but  I  think  you  are  pretty  diffident  about  advocating  a  subsidy  from 
the  Government. 

Mr.  Sandefer.  Yes,  sir.  I  think  that  is  our  only  hope,  perhaps  not 
for  my  salvation  but  for  others.  There  are  small  independent  opera- 
tors that  have  no  other  income  except  what  is  left  after  they  pay  their 
actual  expenses,  sir. 

Senator  Moore.  Personally,  I  am  very  sympathetic  with  what  you 
might  call  the  stripper  well  owners. 

Mr.  Sandefer.  Yes,  sir ;  I  believe  you  are. 

Senator  Moore.  I  have  had  considerable  experience  with  them,  and 
that  problem  has  bothered  me  for  many  years,  whether  to  continue 
to  produce  those  wells  at  a  small  profit  or  whether  to  abandon  them, 
and  I  probably  was  considering  most  my  personal  private  concern 
when  I  was  thinking  about  that.  Now,  basing  this  upon  the  public 
interest  we  concede,  of  course,  that  it  is  in  the  public  interest. 

Mr.  Sandefer.  That  is  correct,  sir. 
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Senator  Moore.  To  maintain  the  reserves  as  long  as  we  possibly 
can. 

Mr.  Sandefer.  Yes,  sir. 

Senator  Moore.  Don't  you  think,  under  your  conservation  laws  in 
the  State  of  Texas  and  in  the  personal  interest  of  the  industry,  that 
they  might  handle  that  so  as  to  conserve  these  stripper  wells  as  long 
as  possible,  and  may  not  the  enforcement  of  the  proration  laws  and 
conservation  laws  of  Texas  be  so  applied  that  the  price  that  is  neces- 
sary to  maintain  these  stripper  wells  on  a  profitable  basis  might  be 
accomplished  through  the  application  of  the  laws  that  you  have  in 
the  State  of  Texas,  and  other  States? 

Mr.  Sandefer.  Senator,  I  would  not  think  so.  I  would  think  if 
every  oil  operator,  and  those  in  Goverimient,  had  given  as  much 
thought  to  this  problem  as  I  have,  that  perhaps  it  might  change  their 
way  of  thinking.  But  they  do  not  realize  the  fact  that  three  out  of 
every  four  wells  in  the  United  States  are  in  the  stripper  class  and  others 
will  rapidly  approach  that,  and  they  have  approached  much  more 
rapidly  during  the  heavy  pull  to  furnish  the  demand  for  oil  during  the 
war.     I  could  not  ever  get  that  by  in  the  State  of  Texas,  I  think. 

Senator  Moore.  The  situation  during  the  war  and  in  peacetime  are 
two  entirely  different  situations. 

Mr.  Sandefer.  That  is  correct,  sir.  But  still  we  need  our  natural 
resources  for  future  wars  which  we  hope  and  pray  will  never  come. 

Senator  Moore.  Yes;  that  is  a  consideration.  What  would  be  the 
general  consensus  of  the  business  interests  in  Texas,  including  the 
oil  industry?  How  would  they  feel  about  the  continuation  of  a  sub- 
sidy for  any  product? 

Mr.  Sandefer.  We  want  to  do  away  with  OPA,  as  far  as  the  con^ 
trol  of  the  oil  industry  is  concerned.  I  do  not  want  you  to  misunder- 
stand me,  that  I  am  for  doing  away  with  OPA  and  turning  our  indus- 
try loose  without  some  assurance  that  stripper  well  reserves  can  be 
preserved.  Even  if  the  price  should  come  up  to  where  it  is  now,  with 
the  present  subsidy,  we  cannot  protect  these  reserves.  It  takes  a  lot 
of  faith  to  think  that  the  major  companies  will  pay  us  a  higher  price 
in  the  future  than  they  have  in  the  last  20  years.     I  hope  they  do. 

Senator  Moore.  If  they  have  been  induced  to  do  that  through  their 
own  selfish  interests  so  that  they  might  not  experience  a  shortage  of 
oil  for  their  future  use,  there  might  be  soAe  pretty  good  reason  for 
thinking  that  they  maintain  the  price  so  you  could  continue  to  pump 
what  you  call  stripper  land. 

Mr.  Sandefer.  Well,  it  is  not  so  much  a  question  of  continuing  me 
in  business,  or  to  keep  others  in  business,  but  it  is  a  question  of  whether 
or  not  these  reserves  are  worth  keeping  that  we  have  talked  about 
and  talked  about. 

Senator  Moore.  That  is  the  question. 

Mr.  Sandefer.  That  is  correct,  that  is  the  question.  I  realize  it  is 
a  big  question. 

Senator  Moore.  You  can  certainly  see  the  evils  that  might  flow 
from  the  application  of  a  subsidy  to  this  industry. 
'  Mr.  Sandefer.  That  is  correct. 

Senator  Moore.  Others  would  have  a  like  reason,  of  course. 

Mr.  Sandefer.  Except  that  you  have  a  natural  resource  here  that 
is  to  the  interest  of  everyone.  I  know  the  feeling  of  the  small  in- 
dependent operator.  I  do  not  know  the  feeling  of  a  lot  of  my  good 
friends  and  your  good  friends  that  enjoy  flush  production,  but  whether 
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I  had  a  lot  of  flush  production  or  not  I  would  still  be  interested 
in  having  plenty  of  oil  and  there  not  being  a  shortage  during  a  war. 
I  would  hate  to  abandon  wells  myself  that  I  feel  have  got  oil  under 
them,  for  the  sake  of  the  future.     They  can  never  be  redrilled. 

Mr.  Fraser.  I  suppose  even  if  oil  were  $50  a  barrel  there  would 
come  a  time  in  any  well  where  there  would  still  be  oil,  and  it  would 
still  be  uneconomical  to  bring  it  out. 

Mr.  Sandefer.  I  think  Mr.  Andrus  touched  on  that  the  other  day. 
Of  course,  I  cannot  imagine  oil  ever  bringing  $50. 

Senator  Moore.  The  operation  of  small  wells  on  a  profitable  basis 
depends  to  some  extent  upon  the  ingenuity  and  efficiency  of  the 

Mr.  Sandefer.  Definitely. 

Senator  Moore.  That  is  probably  the  most  conducive  thing  to  the 
continuation  of  the  operation  of  the  small  wells.  If  you  just  say  that 
the  Government  will  pay  you  when  they  reach  a  time  where  it  is 
unprofitable,  then  as  Mr.  Jacobsen  says,  you  are  placing  a  premium 
on  inefficiency. 

Mr.  Sandefer.  That  is  not  even  approached  by  us. 

Senator  Moore.  I  understand,  but  I  mean  that  could  result  from 
that  sort  of  situation.  In  other  words,  it  could  result  in  a  less  amount 
of  oil  being  produced  when  the  demand  is  high  if  there  is  a  differen- 
tial of  50  cents  a  barrel  between  a  9-barrel  well  and  an  11-barrel  well, 
for  example.  It  would  be  more  profitable  to  produce  9  barrels  under 
those  circumstances  would  it  not? 

Mr.  Sandefer.  Yes ;  it  could  be. 

Senator  Moore.  Now,  do  you  or  do  you  not  advocate  that  a  subsidy 
be  provided  from  the  Federal  Treasury? 

Mr.  Sandefer.  I  do,  sir. 

Senator  Moore.  You  do  ? 

Mr.  Sandefer.  Yes.  And  in  so  doing  I  believe  that  is  the  only 
way  we  can  save  these  reserves. 

Mr.  Jacobsen.  I  would  like  to  ask  a  question  at  this  point.  Senator 
Moore,  and  I  would  be  glad  to  have  Mr.  Sandefer  or  anybody  else 
here  answer  the  question. 

What  proportion  of  the  stripper  wells  of  the  country  belong  to  the 
small  independent  and  what  proportion  to  the  big  companies?  I 
have  in  mind  what  Mr.  Sandefer  has  said,  and  of  course  it  is  true 
that  all  wells  in  time  become  stripper  wells,  and  therefore  logically 
the  company  that  has  the  most  wells  will  have  the  most  stripper  wells. 
Now,  of  the  stripper  wells  in  the  country,  how  many  belong  to  the 
small  independent  and  how  many  to  the  large  companies?  Bear  in 
mind  they  are  all  against  ordinary  subsidies.  You  cannot,  of  course, 
have  one  subsidy  paid  to  one  owner  and  not  pay  a  similar  subsidy 
to  the  Standard  Oil  of  New  Jersey.  In  other  words,  to  what  exten.t 
would  that  subsidy  benefit  the  small  operator  and  to  what  extent 
would  it  go  into  the  big  company?  Does  anybody  know  what  per- 
centage of  the  stripper  wells,  or  how  many  of  them  belong  to  the  big 
companies  ? 

Mr.  Sandefer.  Do  we  have  an  answer  on  that  ? 

Mr.  Majewski.  To  expand  on  that  point  a  little  further,  that  is  an 
interesting  point  that  Mr.  Jacobsen  makes.  What  they  are  urging, 
as  I  understand  it,  is  the  preservation  of  5  billion  barrels  of  reserves, 
regardless  of  who  owns  them.  It  is  not  a  question  of  bigness  or 
smallnesSj  it  is  in  the  national  interest  to  preserve  the  5  billion  barrels 
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of  oil.  He  is  not  urging  that  only  the  small  operator  get  the  subsidy ; 
he  is  urging  that  a  permanent  differential  be  paid  for  the  purpose  of 
preserving  for  the  Nation  and  the  consumer  5  billion  barrels  of  oil. 

I  can  see  another  good  point.  These  stripper  well  reserves  we  are 
talking  about  are  in  areas  where  the  independent  refiners  have  been 
for  years  and  who  are  finding  it  diiEcult  to  get  crude.  If  you  develop, 
on  a  permanent  subsidy  basis,  or  on  a  permanent  differential  basis, 
these  5  billion  barrels  of  reserves,  it  would  assure  the  independent 
refiner  of  a  source  of  crude  oil  for  many,  many  years  to  come  on  an 
even  basis. 

Mr.  Saistdefer.  Thank  you,  Mr.  Majewski. 

Senator  Moore.  I  would  like  to  ask  Mr.  Majewski  a  question.  What 
does  that  add  up  to,  the  statement  that  you  are  making?  Does  that 
add  up  to  the  proposition  that  the  subsidy  is  a  question  that  appeals 
favorably  to  you  ? 

Mr.  JSIajewski.  Yes ;  and  for  this  reason :  The  Congress  has  deter- 
mined that  the  air-mail  subsidy  was  a  fitting  thing,  and  out  of  it,  as 
Mr.  Sandefer  said,  we  developed  the  strongest  air  fleet  in  the  world, 
which  preserved  this  Nation  in  this  last  war,  in  my  opinion,  plus  the 
oil  needed  to  power  that  air  fleet. 

Mr.  Eraser.  Do  you  think  that  was  the  result  of  a  subsidy? 

Mr.  Majewski.  Yes:  that  was  a  result  of  the  subsidy  to  the  air 
mail.  Also,  I  think  the  development  of  the  inland  waterways  was 
due  to  a  subsid}^,  for  the  benefit  of  the  public.  Congress  has  to  deter- 
mine the  value  of  these  things  on  which  it  will  pass,  as  to  whether 
this  5,000,000,000  barrels  of  oil  is  worth  preserving  as  was  the  air- 
mail subsidy,  the  soil  conservation,  the  inland-waterway  develop- 
ment, and  even  the  marine  subsidy  that  we  paid  for  many,  many 
years.  I  think  those  things  are  for  you  to  determine,  Senator,  you 
and  your  colleagues.  I  am  in  favor  of  that  if  it  will  preserve 
5,000,000,000  barrels  of  oil. 

Mr.  Hardet.  It  might  be  interesting  to  the  members  of  the  com- 
mittee to  make  this  observation.  Some  3  years  ago  I  was  chairman 
of  the  committee  appointed  by  the  Independent  Petroleum  Associa- 
tion, which  committee  functioned  actively  for  about  2  years,  studying 
the  subsidy  question.  It  was  appointed  by  President  Zook  for  that 
particular  purpose.  It  might  be  interesting  to  know  some  of  the 
conclusions  that  our  committee  reached  and  which  were  reported  to 
our  association. 

We  first  examined  the  subsidy  problem  as  to  the  feasibility  of  the 
industry  itself  paying  a  subsidy.  We  found  in  the  data  that  we 
collected  that  a  great  many  refineries  in  certain  areas  like  your 
northeastern  Oklahoma  district  were  dependent  upon  this  oil.  We 
found  they  could  not  compete  in  the  sale  of  their  products  if  they 
were  forced  to  pay  to  the  producer  a  subsidy  themselves.  We  found 
also  that  there  could  not  be  any  attempt  made  to  have  other  refineries 
absorb  a  part  of  that  cost  without  a  possible  violation  of  the  anti- 
trust laws  as  to  the  fixing  of  prices  on  crude,  or  fixing  prices  on  crude- 
oil  products.  They  were  all  scared  to  death  after  the  Madison  trial 
in  New  York. 

Our  connnittee  reached  the  conclusion  that  even  though  the  prin- 
ciple of  subsidizing  the  industry  by  the  Federal  Government  was  dis- 
tasteful to  all  segments  of  the  petroleum  industry  there  could  be  no 
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workable  plan  that  could  be  devised  to  subsidize  this  stripper  pro- 
duction in  the  public  interest,  for  the  purpose  of  conserving  these 
reserves,  unless  a  plan  was  worked  out  by  the  Federal  Government 
and  administered  by  it,  distasteful  as  it  may  be  to  the  average  inde- 
pendent operator.  We  made  this  recommendation  to  our  associa- 
tion after  spending  some  2  years  of  exhaustive  work  in  checking  up 
on  this  subject. 

Senator  Moore.  That  was  during  the  war? 

Mr,  Hardey.  That  was  during  the  early  part  of  the  war,  when  this 
was  made.  That  was  before  the  subsidy  plan  was  put  in  by  the 
OPA. 

Senator  Moore.  It  was  at  a  time  when  we  were  apprehensive  of  a 
supply  of  oil,  was  it  not? 

Mr.  Hardey.  That  is  right.  We  regretted  very  much  to  see  the 
valuable  reserves  being  dissipated  on  account  of  the  price  situation 
that  prevailed  at  that  time.  Of  course,  we  will  be  faced  with  the  same 
proposition  again.  The  public  interest  has  not  lessened  in  that  respect, 
even  though  the  war  is  over. 

Mr.  Fraser.  The  recommendation  to  the  association  was  a  war 
recormnendation,  was  it  not? 

Mr.  Hardey.  That  study  might  have  been  begun  even  before  the 
war. 

Mr.  FRtVSER.  I  know,  but  the  recommendation  was  a  war  recom- 
mendation, was  it  not? 

Mr.  Hardey.  That  is  right. 

Mr.  Fraser.  It  was  not  a  peacetime  recommendation  ? 

Mr.  Hardey.  That  is  right. 

Mr.  Fraser.  Made  for  times  of  peace. 

Mr.  Hardey.  We  think  it  is  not  a  practical  working  plan  to  have  a 
subsidy  unless  the  Federal  Government  administers  it. 

Mr.  Fraser.  The  recommendation  made  to  the  Petroleum  Associa- 
tion was  not,  I  take  it,  a  recommendation  that  was  intended  to  be  for 
peacetime?    Or  was  it? 

Mr.  Hardey.  I  see  no  difference  in  the  public  interest  or  the  public 
needs  in  peacetime  or  wartime,  except  it  might  be  more  acute  during 
the  wartime;  in  principle,  though,  the  need  exists  just  the  same  in 
peacetime  as  in  wartime. 

Senator  Moore.  Do  you  favor  subsidies? 

Mr.  Hardey.  I  favor  some  workable  plan  for  a  subsidy  for  the 
stripper  operator,  Senator,  in  the  interest  of  conservation,  in  the 
interest  of  preserving  this  important  part  of  our  natural  national 
reserve  of  crude  oil.    I  hope  a  plan  can  be  worked  out  that  will  do  that. 

Senator  Moore.  The  only  plan  that  can  be  worked  out  would  be 
to  make  up  the  difference  between  the  posted  price  of  oil  and  the  price 
that  is  needed  to  make  these  small  wells  profitable  to  operate;  is  that 
right? 

Mr.  Hardey.  I  think.  Senator,  a  realistic  price,  over-all  price  for 
crude  oil,  which  will  keep  the  producing  industry  in  a  healthy,  solvent 
condition  will  go  a  long  ways  toward  helping  the  stripper-well  men, 
too,  and  might  reduce  the  necessity  of  the  amount  of  subsidy  that 
might  be  used.  The  first  thing  that  is  necessary  is  a  good  healthy 
situation  over  the  entire  producing  industry. 

Senator  Moore.  Do  you  believe  in  legislative  price  fixing  ? 
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Mr,  Hardey.  No,  sir;  I  just  believe  in  the  legislative  branch  of  the 
Government  permitting  us,  first,  to  remove  the  OPA  controls  and 
permitting  us  to  have  protection,  in  the  form  of  a  national  policy 
adopted  by  the  Congress,  from  excessive  imports  and  give  us  the 
proper  economic  climate  so  the  industry  can  exist.  A  removal  of 
such  restrictions  will  permit  the  industry  itself  to  remain  in  a  solvent 
condition  and  healthy  condition.  No,  sir;  I  do  not  want  any  price 
fixing  by  the  Government. 

Senator  Moore.  This  price  fixing,  that  is  the  same  thing  as  a 
subsidy,  isn't  it  ? 

Mr.  Hardey.  I  believe  in  it  to  that  extent ;  yes,  sir. 

Mr.  Jacobsen.  If  I  may,  I  would  like  to  come  back  to  the  question 
I  raised  on  the  ownership  of  stripper  wells.  Nobody  here  seems  to 
know  the  answer,  and  I  do  not  either.  It  ought  to  be  possible  to  get 
it.    Could  not  that  be  got  into  the  record  ?    I  would  like  to  see  it. 

Senator  Moore.  What  difference  would  it  make  ? 

Mr.  Jacobsen.  Well,  it  makes  this  difference,  that  the  general  pic- 
ture in  the  public  mind  is  that  the  stripper  wells  generally  belong  to 
the  little  fellows,  and  I  do  not  think  that  that  picture  is  true.  I  do 
not  know  the  exact  figures. 

Senator  Moore.  Those  no  doubt  could  be  obtained. 

Mr.  Sandefer.  The  fact  we  do  not  own  Ihem  all  does  not  keep 
us  from  needing  some  help.  Mr.  Jacobsen,  as  you  recall,  we  had  the 
discussion  before  the  War  Council  once.  I  think  the  stripper  wells 
are  probably  owned  40  percent  by  the  independents,  if  I  had  to  guess. 

Mr.  Jacobsen.  The  subsidy  record  just  shows  how  many  get  the 
subsidy. 

Mr.  Sandefer.  That  is  a  hard  thing  to  say,  Mr.  Jacobsen. 

Mr.  Jacobsen.  I  know  it  can  be  got.  I  think  it  would  be  interesting 
to  get  it  into  the  record. 

Mr.  Sandefer.  I  have  no  objection  to  its  going  into  the  record. 

Senator  Moore.  You  could  make  a  survey  of  the  producers  and 
determine  it  in  that  way,  of  course. 

Mr.  Jacobsen.  If  we  know  how  many  stripper  wells  there  are  in 
the  country,  it  ought  to  be  possible  to  find  out  who  owns  them. 

Senator  Moore.  Sure. 

Mr.  Jacobsen.  I  would  like  to  ask  Mr.  Sandefer  another  question 
and  that  is  whether  it  is  Mr.  Sandefer's  position  that  we  should  have 
a  subsidy  on  stripper  production  no  matter  what  the  crude  price  is? 
In  other  words,  if  the  crude  price  is  $1.25  would  you  say  that  the 
stripper  wells  should  get  an  extra  25  or  50  cents  ?  Suppose  the  crude 
price  is  $2,  is  it  your  position  that  the  stripper  should  still  have  the 
subsidy  ? 

Mr.  Sandefer.  I  haven't  got  much  hope  of  that,  but  if  the  crude 
price  is  $2  or  $2.25,  I  think  I  could  do  some  secondary  recovery  and 
exist  from  my  strippers. 

Mr.  Jacobsen.  Then,  don't  make  it  $2;  make  it  $1.50  or  $1.75,  put 
the  dividing  line  wherever  you  want.  Is  it  your  position  that  we 
should  have  a  differential  in  favor  of  stripper  production  irrespective 
of  the  ordinary  crude  prices  ? 

Mr.  Sandefer.  I  do  not  want  anything  I  do  not  deserve.  I  do  not 
expect  to  get  the  price  up  to  where  it  is  clear  out  of  reason. 

Mr.  Jacobsen.  That  does  not  answer  the  question.  Is  it  your  posi- 
tion— because  I  gather  from  what  you  said  that  it  is — that  we  should 
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have  a  differential  in  favor  of  stripper  production  no  matter  what 
the  price  of  crude  is  ? 

By  the  way,  may  I  say  this,  that  the  company  I  represent  is  an 
independent  producing  company.  We  have  no  pipe  lines,  no  re- 
fineries, and  no  filling  stations.  We  have  to  do  business  just  like  the 
ordinary  independent.  On  a  bigger  scale  than  most  of  them,  that  is 
true,  but  nevertheless  we  are  in  exactly  the  same  boat. 

My  objection  to  a  subsidy  arises  from  several  reasons.  First,  it  is, 
whatever  you  may  call  it,  as  Senator  Moore  has  said.  Federal  price 
fixing.  We  can  dress  it  up  any  way  we  want  to,  but  it  is  still  price 
fixing,  and  I  am  against  that  with  all  my  heart  and  soul. 

Secondly,  it  will  put  a  premium  on  inefficiency,  no  matter  where  you 
put  the  line.  If  you  take  a  well  of  a  given  depth — and  I  agree  with 
you  that  the  depth  is  one  of  the  things  that  determine  whether  a  well 
is  a  stripper  or  not — but  put  the  line  wherever  you  like,  60  barrels  or 
150  barrels,  or  suppose  the  dividing  line  is  15  barrels  and  you  have 
a  lease  and  your  wells  on  that  lease  are  producing  14  barrels  average 
daily,  by  spending  a  good  deal  of  money  on  them,  putting  in  new 
pumping  equipment,  and  so  on,  you  could  bring  that  production  up 
from  15  to  20  barrels,  and  if  you  produced  20  barrels  you  will  get,  say 
50  cents  less  per  barrel,  inasmuch  as  there  is  only  a  certain  quantity 
of  oil  underlying  the  lease,  it  would  be  foolish  for  you  to  increase 
the  production  on  that  lease.  Therefore,  what  Senator  Moore  said, 
is  right.  It  will  tend  to  lower  the  production  of  stripper  wells. 
I  am  not  accusing  anybody  of  deliberately  making  their  wells  pro- 
duce less,  or  sabotaging  their  production,  but  it  is  just  human  nature 
to  say,  why  should  you  go  and  spend  a  lot  of  money  in  order  to  get 
less  money  for  your  oil. 

Those  are  my  main  objections  to  subsidizing  stripper  production. 
As  far  as  getting  the  money  is  concerned,  I  should  like  to  get  it.  We 
want  to  get  as  much  money  as  we  can. 

Mr.  RoESER.  This  proposal  by  the  stripper  men  is  on  the  wrong 
basis.  This  is  not  a  matter  of  receiving  a  subsidy,  this  is  a  matter, 
through  a  conservation-incentive  payment  to  recover  four  or  five 
billion  barrels  of  oil  that  is  beneficial  to  the  national  economy  and 
to  national  defense. 

Now,  if  anybody  would  tell  me  that  those  5  billion  barrels  are  not 
needed  to  our  national  economy,  or  are  not  needed  to  our  national 
defense,  I  would  never  be  heard  on  the  subject  again.  But  you  know, 
Senator,  being  an  oil  man,  as  I  know  you  are,  that  the  cost  of  produc- 
ing the  small  well,  in  which  these  reserves  lie,  is  75  cents  a  barrel  more 
than  the  .cost  of  producing  flush  production  under  the  standard 
methods  of  the  past.  If  you  had  a  posted  market  price  for  crude  oil 
that  would  justify  secondary  recovery — and  I  think  in  terms  only  of 
secondary  recovery — that  would  permit  the  preservation  of  that  great 
amount  of  oil,  which  I  think  we  need  in  our  economy,  nobody  would  be 
in  here.  But  the  past  20  years  have  shown  that  crude  oil  sold  sub- 
normally  to  the  extent  of  selling  at  less  than  50  percent  of  its  intrinsic 
value.  That  is  a  condition  that  I  think  the  Congress  should  take 
cognizance  of. 

Why  has  this  been?  A  barrel  of  oil  taken  out  of  the  ground  is 
irreplacable.    You  can  grow  a  bushel  of  wheat  next  year,  or  corn,  or 
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oats,  or  potatoes  year  after  year,  but  when  you  take  that  barrel  of 
oil  out,  and  you  consume  it,  it  is  gone ;  you  cannot  replace  it. 

I  approach  this  subject  simply  from  the  standpoint  of  conservation 
of  25  percent  of  the  crude-oil  reserves  of  this  country  and,  from  no 
other  standpoint.  I  would  not  take  a  subsidy  on  a  small  lot  and  sit 
down  and  do  nothing  with  the  subsidy.  I  say  that  the  purpose  of  this 
financial  payment  is  to  permit  men  to  go  out  and  recapture  that  oil 
through  secondary  recovery,  which  everyone  knows  costs  from  $1,500 
to  $2,000  an  acre.  If  that  oil  is  not  needed  in  our  economy,  if  it  is 
not  needed  in  our  national  defense,  let  us  forget  the  subsidy,  but  I 
say  this,  I  say  the  time  might  come  when  four  or  five  billion  barrels 
will  be  the  difference  between  obtaining  our  freedom  or  being  a  slave  to 
somebody  else.  Oil  won  this  war,  and  it  won  the  last  war,  and  will 
win  the  next  war,  and  therefore  the  Congress  of  this  country  has 
definitely  got  in  front  of  it  a  responsibility  of  recapturing  every  barrel 
of  oil  possible  in  the  United  States,  if  it  is  through  the  incentive  pay- 
ment or  otherwise. 

Mr.  Hardey.  I  would  like  the  record  to  show  that  I  think  a  proper 
plan  could  be  worked  out  in  the  interest  of  conserving  this  oil.  I 
would  like  the  record  to  show  that  I  am  expressing  my  own  opinion 
and  not  the  opinion  of  the  association  that  I  am  president  of,  because 
it  would  never  take  any  action  on  this  subject.  I  did  report  the  find- 
ings that  had  been  made  by  the  conunittee  of  the  association  that  I 
mentioned,  but  no  action  has  ever  been  taken  by  our  association  on 
this  subject,  and  I  am  expressing  purely  my  own  opinion  on  this. 

Mr.  Majewski.  I  am  not  a  crude  oil  expert,  but  I  can  see  the  eco- 
nomics of  preserving  the  small  fellow,  the  independent  refiner  and 
producer.  Mr.  Jacobsen  has  a  fear,  and  a  righteous  one,  and  you  do, 
too,  Mr.  Fraser,  that  maybe  this  oil  will  go  up  to  $50. 

Mr.  Fraser.  I  said  that  just  for  argument's  sake. 

Mr.  Majewski.  Well,  I  want  to  answer  that.  It  will  never  go 
above  the  cost  of  these  unlimited  amounts  of  crude  oil  out  of  oil 
shale,  recovery  from  gas.  Many  people  have  introduced  in  the  record 
the  statement  that  wheii  that  is  $2.25  you  can  produce  oil  from  oil 
shale  in  an  unlimited  amount  as  against  natural  crude  oil.  In  that 
event,  well,  since  the  record  so  shows — not  put  in  by  the  independents 
alone  but  by  other  people — ^$2.25  seems  to  be  the  thing  that  would  re- 
cover for  you,  through  secondary  recovery,  much  of  this  oil  that  has 
been  spoken  about.  So  you  have  no  fear  about  it  going  over  $2.25, 
and  $2.25  will  recover  most  of  this  5  billion  barrels  of  oil,  and  that 
is  your  limiting  factor,  it  seems  to  me. 

Mr.  Jacobsen.  Senator  Moore,  I  would  like  some  enlightenment. 
In  one  of  the  papers  that  was  presented,  I  forget  whether  by  Mr. 
McClure  or  who  it  was,  but  in  one  of  the  papers  a  day  or  two  ago, 
figures  were  given  regarding  the  number  of  stripper  wells  abandoned. 
I  think  it  was  in  1944,  but  I  am  not  sure  of  the  year.  Likewise,  an 
estimate  was  given  on  the  quantity  of  oil  that  was  left  underground, 
unrecovered  in  those  wells.  I  do  not  remember  the  figures,  but  I  do 
remember  I  made  a  rapid  calculation  and  I  figured  it  was  approxi- 
mately 3,000  barrels  per  well.  That  is  the  way  it  figured  out.  That 
is  the  oil  that  was  left  underground.  Now  then,  with  the  present  in- 
sufficient price  of  crude — and  I  want  to  go  on  record  as  saying  that 
it  is  insufficient  and  we  need  a  substantial  increase — if  a  stripper 
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well  is  operated  to  the  point  where  there  is  no  more  than  3,000  barrels 
average  per  well  left  under  the  ground 

Mr.  Sandeter.  That  was  per  acre. 

Mr.  Jacobsex.  Acres  were  not  given.  If  it  is  per  well,  and  that 
is  what  the  record  shows,  because  I  could  not  make  it  the  maximum 
per  acre  because  no  acres  were  mentioned,  then  the  darned  tiling  just 
will  not  work.  Mr.  Roeser  has  just  said  secondary  recovery  will 
cost  $1,500  to  $2,000  per  acre. 

Captain  Franchot.  That  is  a  very  low  figure. 

Mr.  Jacobsen.  All  right,  but  if  you  make  it  higher  then  my  argu- 
ment is  stronger. 

Captain  Franchot.  $3,500  is  more  like  it. 

Mr.  Jacobsen.  I  do  not  know  what  the  spacing  pattern  may  have 
been  on  those  wells  that  were  abandoned.  Let  us  assume  it  was  only 
5  acres  per  well — maybe  10,  but  let  us  assume  it  was  only  5 — then, 
secondary  recovery  for  those  wells  would  cost  $10,000  each.  If  it  cost 
$10,000  per  well  and  if  there  are  only  3,000  barrels  left  under- 
ground to  be  recovered  by  secondarj^  recovery,  then  the  3,000  bar- 
rels will  cost,  in  secondary  recovery  installations  alone,  $10,000.  That 
is  $3.33  a  barrel,  and  that  is  cockeyed  economically.  The  figures  do 
not  jibe. 

Mr.  RoESER.  Senator  Moore,  I  do  not  know  that  that  statement  was 
made,  but  I  will  say  this  for  the  record,  that  even^body  knows  that 
if  they  did  say  3,000  barrels  per  well  they  were  mistaken.  Wlioever 
made  that  statement  is  certainly  not  in  line  with  the  facts. 

Mr.  Fell.  I  might  be  able.  Senator  Moore,  to  straighten  that  out 
a  little.  My  recollection  is  that  that  figure  came  from  the  national 
stripper  well  report.  I  remember  the  figure.  I  think  that  they  said 
3,000  barrels  per  well  under  the  pumping  methods  that  were  being 
used. 

Mr.  Jacobsen.  No. 

Mr.  Fell.  Well,  they  had  different  figures  on  the  amount  of  bar- 
rels to  be  recovered. 

Mr.  Jacobsex.  I  am  sorry  I  do  not  have  the  table  with  me,  but 
what  it  said  was  that  so  many  wells  were  abandoned  during  the  year, 
leaving  underground,  unrecovered  so  many  million. 

Then  I  divided  the  number  of  wells  into  the  number  of  barrels, 
and  I  got  3,000  barrels  per  well. 

Mr.  Fell.  I  think  you  are  right,  but  I  think  that  was  under  the 
method  of  operation  used  there.  Then  it  had  separate  figures  on 
secondary  recovery,  as  to  the  number  of  barrels  that  could  be  recovered 
in  25,  50,  and  75  barrels  per  well. 

Mr.  Jacobsex.  May  I  finish  one  thing  I  was  going  to  say?  If — 
and  this,  of  course,  is  a  big  "if."  If  that  figure  of  3,000  barrels 
per  well  can  be  taken  as  an  average — I  do  not  know  that  it  can,  and 
I  do  not  know  that  that  figure  is  right,  but  if  it  is  correct,  and  if  we 
have  400,000  stripper  wells  in  the  country,  then  if  you  multiply  the 
3,000  barrels  per  well  by  400,000  wells,  you  get  approximately  a  billion 
and  a  quarter  instead  of  5,000,000,000  barrels  of  oil  left  under  the 
stripper  wells. 

Mr.  RoESER.  Senator  Moore,  if  you  take  300,000  stripper  wells  and 
give  them  5  acres  to  the  well,  and  convert  that  to  3,000  barrels  per 
acre,  then  you  get  4i/2  billion  barrels,  and  Mr.  Jacobsen  knows  from 
his  own  experience  that  3,000  barrels  per  well  is  an  error. 
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Mr.  Sandefer.  We  have  several  other  witnesses.  I  would  like,  with 
your  permission,  to  let  Mr.  Whitehill,  of  Tulsa,  who  has  had  con- 
siderable experience  with  secondary  recovery  and  is  one  of  the  largest 
owners  of  the  stripper  wells  in  the  Nation,  testify. 

Senator  Moore.  Very  well. 

Mr.  Sandefer.  I  believe  he  will  bring  out  some  of  these  points,  if 
that  is  all  right. 

Senator  Moore.  All  right,  Mr.  Whitehill. 

STATEMENT  OF  HOWARD  J.  WHITEHILL,  INDEPENDENT  OIL 
PRODUCER,  TULSA,  OKLA. 

Mr.  Whitehill.  Senator  Moore,  I  did  not  expect  to  testify  when  I 
left  home,  so  I  do  not  have  a  formal  statement,  but  my  interest  in  this 
thing,  as  a  secondary  recovery  operator,  has  influenced  me  to  make  a 
statement  to  you. 

To  give  you  a  little  background:  We  are  operating  about  3,500 
stripper  wells  in  northeastern  Oklahoma  and  north  Texas,  and,  of 
course,  we  are  strictly  stripper  operators.  We  have  no  flush  produc- 
tion at  all.  Therefore  my  chief  interest  in  this  question  is  the  matter 
of  price  that  would  justify  the  recovery  of  the  reserves  which  underlie 
this  whole  property  on  a  profitable  basis. 

We  have  been  engaged  in  secondary  recovery  starting  in  1926  with 
air  and  gas  repressuring,  and  in  1935  with  water  flooding.  The 
air  and  gas  repressuring  in  comparison  with  water  flooding  is  much 
less  expensive.  That  method  has  been  applied  generally  throughout 
the  district  in  which  we  operate.  Since  1935  a  great  proportion  of 
the  territory  has  come  under  water-flood  operations. 

We  have  two  floods:  One  which  ceased  operation  last  June  and 
one  in  which  the  operation  is  still  being  continued  but  is  approaching 
the  economic  limits.  From  those  two  properties  we  produced  and 
sold  to  the  pipe  lines  990,884  barrels,  and  in  the  project  which  was 
abandoned,  when  it  reached  the  economic  limit,  we  still  had  $125,000 
of  our  money  invested.  That  was  unrecovered.  In  the  other  project, 
which  is  still  continuing  but  which  hasn't  any  more  than  another 
year's  economic  life,  we  still  have  $79,400  invested.  In  other  words, 
we  produced  about  1,000.000  barrels  of  oil  and  have  in  that  operation 
lost  in  the  neighborhood  of  $200,000. 

Senator  Moore.  That  just  goes  to  the  question  that  under  the  pres- 
ent price  of  oil  you  cannot  economically  operate. 

Mr.  Whitehill.  That  is  it. 

Captain  Franchot.  How  many  acres  do  you  produce  on? 

Mr.  Whitehill.  About  600,  to  my  recollection.  I  am  not  sure  of 
that  total  acreage. 

Mr.  Fraser.  If  those  barrels  could  have  been  sold  for  35  cents  more, 
would  you  have  then  made  money  ? 

Mr.  Whitehill.  It  would  have  taken  us  out.  We  would  not  have 
made  much  money,  but  we  would  have  regained  our  investment,  with 
possibly  a  small  margin.  The  main  question  with  us  is  strictly  a  mat- 
ter of  price,  because  of  our  high  operating  cost  throughout  that  area. 
It  may  surprise  you  to  know  that  our  average  production  per  day  per 
man  employed  is  only  10  barrels.  We  are  using  a  lot  of  air  ana  gas 
repressuring  and  quite  a  little  water  flooding. 
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Captain  Franchot.  At  $1.17  ? 

Mr.  Whitehill.  $1.17  without  the  compensatory  payments. 

Captain  Franchot.  Before  the  compensatory  payment? 

Mr.  Whitehill.  Yes.  I  tried  to  get  a  few  figures  which  I  think  are 
pertinent  to  the  subject  that  was  discussed  this  morning.  We  have  no 
finding  costs,  because  we  know  the  oil  is  there ;  it  is  just  the  mechanics 
of  getting  it  above  ground.  In  1941  our  producing  cost  was  92  cents 
a  barrel.  In  1942  it  was  a  dollar  a  barrel ;  in  1943,  $1.16,  and  in  1944, 
$1.29,  and  in  1945,  $1.59. 

Captain  Franchot.  Was  that  due  to  your  volume  decreasing? 

Mr.  Whitehill.  The  volume  of  production  has  decreased  some,  but 
it  is  due  largely  to  increases  in  labor  cost  and  materials  cost.  That  is 
about  all  I  have  to  say. 

Mr.  Majewski.  Do  you  think,  Mr.  Whitehill,  that  the  open  posted 
price,  as  reflected  by  the  last  20  years'  experience,  will  permit  you  to 
recover  this  oil  that  is  underneath  your  wells  ? 

Mr.  Whitehill.  Not  unless  the  property  should  be  especially  pro- 
lific in  secondary  recovery.  Property  that  produces  as  little  as  3,000 
barrels  would  not  be  economical  property. 

Senator  Moore.  You  mean  3,000  barrels  per  acre? 

Mr.  Whitehill.  3,000  barrels  per  acre,  yes. 

Captain  Franchot.  This  shows  1,666  barrels  on  one  project  you 
cited. 

Mr.  Whitehill.  I  am  not  sure  as  to  the  number  of  acres  we  have. 

Captain  Franchot.  I  am  surprised  that  you  would  attempt  that 
with  $1.17  oil.  My  interest  in  secondary  recovery  is  mostly  in  the 
Bradford  field,  where  we  get  $3  a  barrel  for  it. 

Mr.  Whitehill.  We  would  not  have  attempted  it  if  we  had  any  idea 
it  would  be  as  little  as  that. 

That  is  about  all  I  have  to  sa5\ 

Senator  Moore.  All  right,  Mr.  Whitehill,  thank  you. 

Mr.  Sandefer.  My  next  witness  is  Mr.  Emery  Carper  of  Artesia, 
N.  Mex. 

STATEMENT  OF  EMERY  CARPER,  INDEPENDENT  OIL 
PRODUCER,  ARTESIA,  N.  MEX. 

Mr.  Carper.  My  name  is  Emery  Carper,  of  Artesia,  N.  Mex.  I  am  a 
director  in  the  Independent  Petroleum  Association  and  vice  president 
of  the  New  Mexico  Oil  and  Gas  Association.  I  am  not  a  member  of  the 
Stripper  Well  Association.    My  business  up  here  was  largely  to  try  to 

fet  the  OPA  off  our  necks.  We  do  not  know  whether  we  are  going  to 
o  that  or  not,  but  we  hope  so.  I  think  we  all  agree  on  that.  One 
thing  we  do  not  all  agree  on  is  the  inefficiency  of  the  operation  if  we 
have  a  subsidy  for  recovering  oil. 

Mr.  Eraser.  Did  I  understand  you  were  in  the  oil  business  yourself  ? 

Mr.  Carper.  Yes,  sir;  I  operate  60  wells  that  my  company  owns 
mostly,  and  some  joint  ownership  wells. 

Senator  Moore.  That  is  in  New  Mexico  ? 

Mr.  Carper.  That  is  in  New  Mexico  entirely,  Eddy  and  Lea  Coun- 
ties, N.  Mex. 

Of  the  number  of  wells  I  operate  I  have  about  10  out  of  the  50  that 
are  classed  as  stripper  wells,  of  which  some  6  are  receiving  a  subsidy. 
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There  is  no  question  but  what  a  subsidy  will  help  to  operate  stripper 
wells  much  beyond  their  normal  operation,  and  a  great  deal  of  oil 
will  be  recovered  with  a  differential  price  in  favor  of  subsidy  wells. 
As  a  substitute  for  an  adequate  price  for  oil,  I  am  absolutely  opposed 
to  a  subsidy.  An  adequate  price  right  now  of  50  cents  more  per  barrel 
than  we  are  getting  would  maintain  stripper  wells  just  as  well  as 
the  subsidy  would.  But  regardless  of  the  posted  price,  the  time  will 
come  when  the  subsidy  advantage  will  produce  a  great  deal  more  oil 
than  would  otherwise  be  produced. 

I  mentioned  day  before  yesterday  that  I  was  interested  in  an  asso- 
ciation in  New  Mexico  that  is  known  as  Loco  Hills  Pressure  Main- 
tenance, which  is  more  or  less  a  secondary  recovery  project.  We  spent 
$600,000  there  for  compressor  equipment  and  gathering  lines.  We  are 
stripping  the  gas,  or  the  oil  from  the  gas  I  mean,  the  petroleum,  and 
returning  the  residue  gas  to  the  formation  in  key  wells. 

While  at  the  posted  price  we  were  faced  with  closing  down  the 
plant  unless  Ave  received  assistance,  I  was  instrumental  in  securing  a 
subsidy  of  17  cents  per  barrel,  which  has  all  been  applied  to  the  main- 
tenance of  the  plant.  The  operating  man  says  the  product  does  not 
anywhere  near  meet  the  cost,  to  say  nothing  about  amortization  of 
the  plant.  Without  that  we  would  have  had  to  abandon  this  plant, 
to  salvage  it,  pay  off  our  bank,  and  forget  it.  But  I  think  we  will 
recover,  by  maintaining  this  plant,  several  million  barrels  of  oil  which 
would  otherwise  be  lost.    There  are  about  180  wells  under  this  plant. 

I  believe  some  workable  solution  could  be  made  that  would  make 
a  differential  permanent  for  stripper  wells.  Of  course,  the  independ- 
ent operator  is  more  or  less  a  rugged  individualist.  I  believe  that  is 
the  way  we  have  been  classed  in  Washington.  We  do  not  want  too 
much  Government  control,  but  I  am  operating  under  Government 
control  anyway.  Practically  all  of  my  property  is  on  Federal  lands 
and  we  operate  under  the  United  States  Geological  Survey. 

I  cannot  see  where  a  subsidy  would  cost  us  any  oil  by  sabotaging 
the  wells  or  the  failure  to  keep  up  the  wells.  Very  frequently  we  clean 
out  a  well  hoping  to  increase  our  production,  reshooting  them,  so 
forth  and  so  on,  but  about  as  often  as  not  that  work  is  wasted,  because 
we  never  get  paid  back  on  the  work  anyway. 

In  addition  to  being  an  operator  I  am  also  a  drilling  contractor  and 
have  been  in  that  business  all  my  life.  I  have  been  a  producer  for 
about  20  years,  and  about  the  only  way  that  I  can  stay  a  producer  is 
due  to  the  fact  that  I  am  a  drilling  contractor  and  I  can  make  a 
little  money  contracting  yet. 

That  is  all  I  have  to  say. 

Senator  Moore.  Thank  you. 

Mr.  Sandefer.  Your  next  witness  is  Mr.  J.  P.  Jones,  of  Bradford, 
Pa. 

Senator  Moore.  All  right,  Mr.  Jones. 

STATEMENT  OP  J.  P.  JONES,  BEADFORD,  PA.,  INDEPENDENT 

OIL  PRODUCER 

Mr.  Jones.  Senator  Moore,  my  name  is  J.  P.  Jones,  from  Bradford, 
Pa.  I  am  a  producer.  I  am  also  a  director  of  production  for  the 
Pennsylvania  Grade  Crude  Oil  Association.  My  purpose  in  appear- 
ing before  this  committee  is  to  try  to  point  out  some  of  the  costs  in- 
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volved  in  secondary  recovery  as  it  is  practiced,  especially  in  the  Brad- 
ford field. 

We  have  heard  mentioned  here  this  morning  the  reserves  underlying 
the  stripper- well  production  of  this  country.  If  these  reserves  are 
to  be  produced,  part  of  them  will  have  to  be  produced  through  secon- 
dary recovery  means.  In  the  practice  of  secondary  recovery  with 
water  repressuring,  it  involves  some  high  costs  that  ordinarily  are 
not  involved  in  primary  production.  For  instance,  the  producer  who 
starts  in  secondary  recovery  must  install  expensive  repressuring  equip- 
ment. That  equipment  will  cost  between  $3  and  $7  per  barrel  per  day. 
In  other  words,  if  he  wants  to  put  in  a  plant  that  will  produce  1,000 
barrels  a  day,  it  will  cost  him  between  $3,000  and  $7,000,  depending 
upon  how  elaborate  the  equipment  is  that  he  installs.  He  must  re- 
drill  his  property. 

We  have  found  that  the  most  efficient  way  to  repressure  the  sand 
is  through  the  five-spot  method.  That  involves  pattern  drilling  of 
the  property  and  the  abandonment  of  all  the  old  wells  on  the  property 
and  the  plugging  of  them.  Ordinarily  the  old  equipment  found  on 
the  property  is  not  usable  for  secondary  recovery  purposes.  It  is  a 
24-hour-day  operation  and  you  must  have  the  most  modern  equipment 
in  order  to  keep  the  flood  moving. 

It  involves  treatment  of  water.  The  treatment  of  that  water  will 
cost  around  1  cent  a  barrel  for  treatment.  That  treatment  sometimes 
is  quite  elaborate.  I  believe  I  am  safe  in  saying  the  cost  of  the  water  at 
the  well  head  will  range  between  2  and  3  cents  a  barrel.  So,  if  you 
have  a  water  to  oil  ratio  of  20  to  1,  you  can  see  it  adds  materially  to 
the  cost  of  that  barrel  of  oil  which  you  produce. 

We  have  also  found  we  can  do  a  better  and  more  efficient  job  by 
coring  our  wells,  analyzing  the  input  in  the  producing  wells,  which 
would  cost  maybe  $7  a  sample.  If  you  strip-core,  it  will  probably  cost 
$500  a  well.  In  some  cases  that  pays  good  dividends,  because  we  are 
able  to  selectively  shoot  these  wells,  and,  knowing  where  our  open 
areas  of  sand  are,  we  can  plug  them  in. 

So  you  can  see  this  secondary  recovery  involves  a  lot  of  high-cost 
expenditures  that  are  not  ordinarily  necessary  in  primary  production. 
If  secondary  recovery  is  to  be  practiced  and  used  in  the  United  States, 
it  will  require  a  substantially  higher  price  than  the  oil  industry  has 
been  receiving  for  its  oil  in  the  past. 

I  think  that  concludes  my  statement. 

Seantor  Moore.  All  right.  Are  there  any  questions  ?  Do  you  have 
any  more  witnesses  ? 

Mr.  Sandefer.  Just  one  or  two  more,  please,  sir.  They  will  be 
short. 

Senator  Moore.  All  right. 

Mr.  Sandefer.  Next  is  Mr.  Powers,  of  Huntington,  W.  Va. 

STATEMENT  OF  MAURICE  POWERS,  HUNTINGTON,  W.  VA., 
MANAGER,  BEDROCK  PETROLEUM  CO. 

Mr.  Powers.  My  name  is  Maurice  Powers,  of  Huntington,  W.  Va. 
I  manage  the  Bedrock  Petroleum  Co.  of  eastern  Kentucky,  that  owns 
and  operates  330  stripper  wells.  I  have  been  with  this  same  operation 
since  1920,  and  our  company  discovered  that  field  in  1919.    I  am  also 
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vice  president  of  the  Kentucky  Oil  &  Gas  Association,  and  am  here 
today  because  the  representative  in  Kentucky  who  has  looked  after 
our  affairs  for  so  many  years  died  unexpectedly  last  Friday,  and  I 
want  to  say  that  we  are  all  saddened  that  Mr.  Schiarella,  who  repre- 
sented the  State  of  Kentucky  in  the  Interstate  Compact  and  other 
associations,  could  not  be  here. 

Mr.  McClure  presented  our  problem  to  you,  and  Mr.  Sandefer  out- 
lined it,  and  all  our  troubles  in  Kentucky  are  much  the  same  as  his. 
We  could  not  be  considered  as  any  border-line  efficiency  case,  because 
our  wells  make  914  barrels  of  oil  per  day,  and  the  price  received  during 
the  past  15  years  has  not  been  adequate  for  proper  secondary  recovery. 
We  want  to  see  this  oil  saved  in  the  public  interest,  and  we  agree 
entirely  and  urge  that  the  OPA  control  should  now  be  eliminated. 

In  the  State  of  Kentucky  there  are  14,300  stripper  wells.  In  1944 
the  production  from  these  wells,  from  the  western  and  eastern  parts 
of  the  State,  averaged  less  than  1  barrel  per  day. 

We  spent  many  hours  at  our  last  meeting  of  the  Kentucky  Oil  and 
Gas  Association  and  unanimously  resolved  in  favor  of  the  permanent 
price  differential  for  these  stripper  wells,  as  the  same  price  that  has 
been  paid  for  flush  production  will  not  prevent  the  premature  aban- 
donment of  these  wells,  nor  maintain  the  existence  of  the  little  inde- 
pendent producer  of  stripper  wells  like  ourselves. 

That  is  all,  gentlemen.  I  thank  you  for  the  courtesy  of  permitting 
me  to  appear. 

Senator  Moore.  All  right,  Mr.  Powers. 

Mr.  Sandefer.  Senator  Moore,  the  next  witness  is  Mr.  W.  J.  Brun- 
dred,  of  Oil  City,  Pa. 

STATEMENT  OF  W.  J.  BRUNDRED,  OIL  CITY,  PA., 
INDEPENDENT  OIL  PRODITOEIl 

Mr.  Brundred.  My  name  is  W.  J.  Brundred.    I  live  in  Oil  City,  Pa. 

I  just  want  to  touch  briefly  on  the  question  of  the  amount  of  tax 
the  Federal  Government  derives  from  oil  production,  that  is,  flush 
as  well  as  stripper  production.  On  midcontinent  oil  with  a  break- 
down of  45  percent  yield  of  gasoline  per  barrel  the  Government  re- 
ceives 28  cents.  On  a  gallon  and  a  half  of  lubricating  oil  it  receives  6 
cents  a  gallon,  or  9  cents.  It  receives  4i/^  percent  of  pipe  line  trans- 
portation, and  on  the  assumption  that  the  pipe  line  transportation  is 
45  cents  a  barrel,  it  receives,  in  the  break-down  of  a  barrel  of  midconti- 
net  oil,  2  cents  for  transportation ;  or  a  total  Federal  tax  of  39.3  cents. 

The  State  receives  approximately  $1.14,  at  the  rate  of  6  cents  per 
gallon. 

In  the  Pennsylvania  grade  area,  on  a  break-down  of  a  barrel, 
the  Federal  Government  receives  25  cents  on  gasoline.  There  is  a 
6-cent  tax  on  lubricating  oil;  we  take  out  of  a  barrel  9i/4  gallons  of 
lubricating  oil,  which  makes  55  cents;  and  pipe  line  transportation 
makes  another  cent;  so  they  receive  82  cents. 

Mr.  Frasek.  Wlio  receives  82  cents  ? 

Mr.  Brundred.  The  Federal  Government. 

In  addition,  the  State  receives  over  a  dollar,  and  the  counties  receive 
a  very  substantial  tax  also  in  ad  valorem  and  other  taxes. 

What  I  want  to  emphasize  in  this  connection  is  that  any  permanent 
price  diffierential  that  the  Government  might  pay  would  be  self-sus- 
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taining.    They  are  taking  in  more  in  taxes  than  they  are  paying  out 
in  subsidies. 

I  would  like  to  file  that  break-down  with  the  committee. 

(The  break-down  referred  to  is  as  follows :) 

Stbippeb  Well  Taxation 

Subsidies  on  stripper-well  production  cost  the  Federal  Government  nothing, 
since  the  Government  receives  from  gasoline,  lubricating  oil,  and  pipe  line 
transportation  taxes  more  than  they  pay  out  in  subsidies.  If  the  subsidy  is 
withdrawn  and  stripper  wells  are  abandoned,  the  Federal  Government  will  be 
out  of  pocket  the  amount  by  which  receipts  from  the  above-mentioned  taxes  on 
stripper  production  exceed  the  sums  paid  out  in  subsidies.  The  States  also 
will  lose  revenue  from  the  gasoline  tax  now  averaging  6.03  per  gallon  and  which 
in  some  cases  amounts  to  more  than  the  amount  the  producer  receives  for  a 
barrel  of  crude  oil.  In  addition,  States  and  counties  will  lose  considerable 
additional  revenue  levied  in  the  form  of  ad  valorem,  production  taxes,  and  so 
forth. 

Mid-Continent  crude 

FEDERAL  TAX 

45  percent  yield  of  gasoline  18.9  gallons  at  IV2  cents  Federal  tax $0.  283 

1%  gallons  of  lubricating  oil  at  6  cents  Federal  tax .  090 

4%  percent  pipe  line  transportation  tax  estimated  at  45  cents  -per  barrel .  020 

Total .393 

STATE   TAX 

6.03  cents  average  on  18.9  gallons* ■ 1. 14 

Total  State  and  Federal  taxes  (including  county  taxes) 1.533 

Pennsylvania  grade  area 

FEDEBAL  TAX 

40  percent  yield  on  gasoline  16.8  gallons  at  l^/^  cents  Federal  tax .  252 

9.25  gallons  of  lubricating  oil  at  6  cents  tax .  555 

^V2  percent  pipe  line  transportation .  013 

Total .820 

STATE  TAX 

6.03  average  on  16.8  gallons  gasoline^ 1.  013 

Total  State  and  Federal  taxes  (excluding  county  taxes) 1.  833 

First  6  months'  1945  Federal  receipts  from  gasoline,  lubricating  oils,  and  pipe- 
line taxes  were  $264,031,171 ;  monthly  average  Federal  tax  receipts,  $44,006,028 ; 
cost  of  monthly  estimated  subsidy  payments,  $6,000,000. 

^  Average  State  taxes  collected  in  50  representative  cities  throughout  the  United  States 
as  compiled  by  the  Associated  Petroleum  Industries. 

Mr.  Eraser.  Of  course,  anything  that  was  taken  from  the  tax 
moneys  to  pay  the  subsidies  would  not  be  available  for  governmental 
expenditures  in  other  fields. 

Mr.  Brundred.  No.  However,  it  is  a  tax  on  oil,  and  I  think  it 
should  be  returned  to  oil  for  the  purpose  of  preserving  these  reserves. 

Then,  in  answer  to  Mr.  Jacobsen's  question  about  the  number  of 
small  units  in  the  industry,  I  am  familiar  with  our  situation  in  Penn- 
sylvania. We  have  140,000  wells  that  produce  60,000  barrels  a  day, 
or  0.45  of  a  barrel  per  well  per  day.    In  my  immediate  district  the 
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gathering  pipe  line  gathers  approximately  8,000  barrels  a  day.  They 
nave  4,700  accounts  on  their  books.  That  shows  the  ownership  of 
the  small  leases.  Of  course  a  lot  of  those,  Mr.  Jacobsen,  are  royalty 
accounts. 

Mr.  Jacobsen.  I  think  it  is  generally  agreed  that  your  area  is 
more  subdivided  into  a  lot  of  smaller  holdings  than  others. 

Mr.  Brundred,  That  is  right. 

Mr.  Jacobsen.  It  would  not  be  representative  of  the  country  as  a 
whole. 

Mr.  Brundred.  No  ;  that  is  possibly  true. 

Captain  Franchot.  The  fact  that  Mr.  Brundred  is  here  suggests 
something  to  my  mind.  There  is  one  subject  that  seems  to  me,  having 
attended  all  these  hearings  since  last  May,  has  been  rather  overlooked, 
and  certainly  not  emphasized,  and  that  is  particularly  in  connection 
with  air  and  gas  repressuring  projects,  which  is  a  phase  of  secondary 
recovery.  The  success  of  the  water-drive  operation  has  been  such 
that  the  industry  as  a  whole,  who  are  not  in  contact  with  repressur- 
ing as  we  in  Pennsylvania  are,  are  inclined  to  think  that  water  is  the 
big  thing.  We  overlook  the  almost  age-old  process  in  connection  with 
air  and  gas  recovery,  air  and  gas  repressuring. 

Of  course,  with  the  Smithton  process  that  was  referred  to  the  other 
day,  that  started  many  years  ago,  having  not  been  dramatically  suc- 
cessful, and  in  a  great  many  cases  having  been  not  successful  at  all, 
and  with  the  lack  of  scientific  application  of  these  procedures,  repres- 
suring throughout  the  industry,  it  seems  to  me,  has  had  a  black  eye. 

My  observation  is,  in  the  last  10  or  15  years,  particularly  in  the 
Pennsylvania  fields,  and  to  some  extent  in  the  midcontinent  fields, 
these  procedures  and  these  techniques  have  been  greatly  improved. 
Within  the  past  year — although  I  have  been  tied  up  with  the  Navy 
for  2  years  and  have  not  been  able  to  watch  it  as  closely  as  I  did  dur- 
ing the  last  10  or  15  vears,  there  have  been  improvements  in  technology 
in  air  and  gas  repressuring  which  I  think  the  industry  as  a  whole 
should  know. 

It  seems  to  me,  in  view  of  the  fact  that  we  are  going  to  come  up 
here  with  a  volume  which  is  an  encyclopedia  of  the  oil  industry,  it 
would  be  helpful  if  we  had  some  testimony  on  that,  and  I  do  not 
know  anybody  better  qualified  in  the  industry  than  Mr.  Brundred 
to  give  us  some  idea  of  the  improvements  in  technology  of  air  and  gas 
repressuring. 

Mr.  Fraser.  That  is,  the  hearings  are  the  encyclopedia,  not  the 
report. 

Captain  Franchot.  The  hearings,  not  the  report. 

If  we  could  have  just  a  minute  of  Mr.  Brundred's  time  to  tell  us 
something  of  these  improvements,  it  would  be  very  interesting  to 
everybody.  I  am  particularly  referring  to  the  repressuring  by  air  and 
gas. 

Mr.  Brundred.  We  started  air  and  gas  repressuring  in  1914.  It 
was  very  inefficient  at  that  time  because  we  merely  injected  the  air  in 
the  casing  head.  We  got  a  very  nice  increase  in  production.  It  came 
up  400  to  500  percent.  After  a  short  time  we  noticed  that  the  produc- 
tion reached  a  peak  and  then  started  to  decline  as  channeling  took 
place.  In  other  words,  the  air  had  a  tendency  to  travel  from  the  point 
of  input  to  the  producing  well  and  cut  out  a  narrow  channel.  Where 
we  had  thought  that  we  were  repressuring  the  entire  oil  sand,  appar- 
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ently  we  were  only  having  an  air  or  gas  drive  along  one  small  channel. 

In  an  effort  to  correct  and  thereafter  control  this  bypassing  condi- 
tion, we  thought  we  would  try  flowing  the  wells,  utilizing  the  energy 
derived  from  the  compressed  air  injected  into  this  sand  to  accomplish 
this.  We  experimented  at  first  with  some  three  or  four  producing 
wells  which  had  been  opened  to  atmospheric  pressure,  equipping  the 
wells  quite  cheaply  with  a  1-inch  flow  string.  We  found  flowing  the 
wells  overcame  the  bypassing  condition  and  has  resulted  in  approxi- 
mately doubling  the  production  on  those  wells.  There  is  a  tremendous 
amount  of  oil  in  the  sand,  imprisoned  there  by  capillary  attraction  of 
the  sand  grains,  aaid  external  pressures  must  be  applied  to  get  the 
oil  out. 

Captain  Franchot.  Mr.  Brundred,  do  you  want  to  touch  on  the 
technique  of  slugging  and  the  intermittent  pulsation  ? 

Mr.  Brundred.  We  consider  the  control  of  the  outlet  well  is  much 
more  important  than  the  input.  I  think  this  flowing  will  be  very 
beneficial  in  the  areas  that  are  not  susceptible  to  water  flood. 

I  would  like  also  to  touch  for  a  minute  on  the  question  of  water 
flooding.  We  had  a  property  in  Kansas  where  the  production  had 
declined  to  about  30  barrels  a  day,  where  it  was  not  paying  expenses. 
We  water  flooded  the  property  and  have  since  taken  out  over  1,200,000 
barrels  from  247  acres.  That  is  very  close  to  5,000  barrels  to  the  acre, 
and  the  property  is  still  producing  in  excess  of  200  barrels  per  day. 

Mr.  Majewski.  Are  you  making  any  money  out  of  it,  Mr.  Brun- 
dred? 

Mr.  Brundred.  Yes;  on  that  particular  property  we  made  some 
money,  but  it  required  a  lot  of  redrilling  and  the  injection  of  a  tre- 
mendous amount  of  water,  which  has  to  be  taken  out  with  the  oil. 
It  is  a  costly  proposition,  which  is  very  difficult  to  handle  at  present 
prices. 

Senator  Moore.  It  is  not  profitable  at  present  prices? 

Mr.  Brundred.  That  particular  property  was  profitable.  We  are 
flooding  another  property  now  on  which  we  are  going  to  lose  consider- 
able money,  I  am  afraid,  unless  there  is  a  permanent  price  differential. 

Senator  Moore.  Are  there  any  further  questions  ? 

Mr.  Jacobsen.  Yes ;  I  would  like  to  ask  Mr.  Brundred  this  question. 

As  I  understand  it,  it  requires  quite  a  lot  of  costly  analytical  work 
in  advance  to  determine  whether  a  certain  field  is  susceptible  to  a 
successful  application  of  secondary  recovery. 

Mr.  Brundred.  Yes. 

Mr.  Jacobsen.  If  bad  judgment  is  used,  you  can  get  into  a  thing 
that  will  never  pay  out,  can  you  not  ? 

Mr.  Brundred.  Yes.  There  is  the  cost  of  the  cores,  taken  for  the 
purpose  of  securing  a  cross  section  of  the  oil  sand  and  determining  the 
amount  of  oil  in  the  sand,  which  we  can  do  quite  accurately. 

Mr.  Jacobsen.  And  the  permeability,  and  all  the  rest  of  it. 

Mr.  Brundred.  Yes. 

Mr  Jacobsen.  You  would  not  advocate,  if  any  operator  starts  in  on 
a  secondary  recovery  project  based  on  faulty  or  insufficient  engineer- 
ing knowledge,  and  finds  that  the  property  fails  to  pay  out,  the 
Government  should  bail  him  out,  would  you  ? 

Mr.  Brundred.  No.  We  are  asking  assistance  from  the  Bureau  of 
Mines,  though,  to  help  us  develop  the  technique  and  to  acquaint  the 
small  producers  in  the  various  areas  with  any  improvement  in  tech- 
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nique.  I  will  say  this,  though :  We  need  higher  crude  oil  prices. 
None  of  us  likes  a  subsidy  as  such. 

Senator  Moore.  You  do  not  advocate  a  subsidy  ? 

Mr.  Brundred.  Yes ;  I  do  advocate  a  permanent  differential,  but  we 
do  not  like  a  subsidy  as  such.  As  the  price  of  oil  goes  up  and  addi- 
tional production  is  developed,  overproduction  takes  place,  and  the 
economic  pressure  from  the  crude  oil  that  is  awaiting  a  market 
has  in  the  past  lowered  the  price.  What  the  conditions  will  be  in 
the  future,  I  do  not  know.  It  would  be  very  helpful  if  we  could  have 
a  sustained  price  of  oil  which  would  make  the  recovery  of  these  second- 
ary reserves  possible.  I  do  not  know  whether  we  can  have  that  with- 
out some  permanent  price  differential. 

Senator  Moore.  Without  some  price  legislation  ? 

Mr.  Brundred.  Yes ;  a  conservation  act  by  the  Congress. 

Senator  Moore.  Call  it  by  that  name. 

Mr.  Brundred.  Yes ;  conservation  payments,  not  subsidies. 

Senator  Moore.  It  is  a  better-sounding  word,  at  present  at  least. 

Mr.  Sandefer.  Senator  Moore,  unless  there  is  some  other  question 
that  some  person  would  like  to  ask,  we  have  tried  to  show  you,  from 
a  geographical  view,  that  this  stripper  matter  is  not  limited  to  any 
one  State.  We  could  have  had  witnesses  in  here  that  would  have  kept 
you  going  on  and  on  and  on,  but  it  would  have  been  the  same  story. 
I  am  talking  about  the  small  independent. 

I  want  to  thank  you  for  giving  us  the  privilege  of  appearing. 

Mr.  Fraser.  It  is  not  your  privilege ;  it  is  your  right. 

Mr.  Sandefer.  Well,  "privilege"  is  a  better  word.  I  agree  with 
you.  The  chairman  of  this  committee  told  me  I  could  bring  just  as 
many  witnesses  as  I  wanted  to,  but  I  wanted  you  to  get  the  picture, 
and  that  is  the  average  picture. 

This  has  been  a  fine  hearing.  I  do  want  to  thank  you  for  the  time 
you  have  given  us,  and  for  the  questions  that  you  asked. 

Senator  Mooke.  All  right,  thank  you. 

Mr.  Fell.  Senator  Moore,  before  you  close,  yesterday  you  granted 
me  permission  to  file  for  the  record  the  seventeenth  annual  report  of 
the  Consumers  Cooperative  Association,  published  November  29-30, 
1945.  I  would  request  that  there  be  printed  in  the  record  of  these 
hearings  merely  pages  8,  10,  11,  12,  13,  and  14,  insofar  as  it  covers  oil. 
This  will  show  you  that  they  now  have  369  producing  oil  wells.  Their 
chief  geological  office  is  in  Kansas  City,  with  district  offices  at  Mattoon, 
111.,  Wichita,  Kans.,  and  Midland,  Tex.  It  goes  into  their  refining 
operation,  and  they  say  that  the  result  of  their  work  in  production  has 
been  fully  justified. 

Senator  Moore.  All  right,  it  will  be  admitted. 

(The  matter  referred  to  is  as  follows :) 

[From  seventeenth  annual  report  of  Consumers  Cooperative  Association,  Kansas  City, 
Mo.,  November  29-30,  1945,  pages  8,  10,  11,  12,  13,  and  14.] 

Oil  Pboduction  and  Pipe  Lines 

Affairs  of  Cooperative  Oil  Producing  Association  (COPA)  were  turned  over 
during  the  year  to  Cooperative  Refinery  Association.  Savings  of  COPA,  of 
$6,065  during  the  time  it  operated  in  the  1944-45  year  went  to  its  patron,  Coopera- 
tive Pipe  Line  Association. 

Launched  in  the  fall  of  1940  to  provide  crude  oil  for  the  refinery  at  Phillipsburg, 
operations  of  COPA  were  more  than  usually  successful,  particularly  in  drilling 
for  oil.    However,  there  was  acquired  along  with  refining  facilities  at  Coffeyville, 
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269  producing  oil  wells  and  104,408  acres  of  undeveloped  oil  leases  in  5  States, 
These  properties,  along  with  refining  facilities,  have  been  operated  from  the 
start  by  Cooperative  Refinery  Association,  thus  in  effect  giving  CCA  two  oil 
production  departments.  To  end  that  duplication,  COPA  assets  and  equities, 
including  outstanding  stock,  lease  operations,  etc.,  have  been  transferred  to  CRA. 

369  PBODUCING  OIL  WEIiS 

During  the  fiscal  year  the  oil  production  department  has  purchased  68  producing 
oil  wells,  has  drilled  10  producers  and  7  dry  holes,  and  has  plugged  and  sold 
6  old  wells.  It  now  has  186  producing  wells  in  Kansas,  73  in  Oklahoma,  108 
in  Illinois  and  2  in  Texas,  bringing  the  grand  total  to  369.  It  has  49,762  acres 
of  undeveloped  oil  leases  in  Kansas,  Oklahoma,  Texas,  New  Mexico,  Illinois, 
and  Colorado.  It  has  produced  from  all  sources  1,014,330  barrels  of  crude  oil 
during  the  year  as  against  total  consumption  by  CCA  refineries  of  5,655,647 
barrels,  exclusive  of  the  refinery  at  McPherson,  or  nearly  18  percent  of  our  crude 
oil  needs. 

Cooperative  Pipe  Line  Association  (CPLA)  had  net  savings  for  the  year  of 
$11,852.12,  of  which  $5,787.50  was  from  its  own  operations,  the  balance  being 
the  savings  transferred  from  COPA  at  the  time  of  its  consolidation  with  CR^A. 
Slightly  more  than  13  miles  of  pipe  were  added  to  the  line,  which  connects  the 
Phillipsburg  refinery  with  various  oil  fields  in  the  area,  to  tie  in  the  Marcotto 
field  in  Rooks  County.  The  line,  now  134  miles  long,  carried  1,091,301  barrels 
of  oil  to  Phillipsburg  during  the  year.  Two  25,000-barrel  storage  tanks  were 
added,  bringing  total  storage  capacity  to  155,000  barrels  at  Phillipsburg. 

The  pipe  line  system  operated  as  a  department  of  the  Cooperative  Refinery 
Association  made  net  operating  savings  of  $30,773.  There  are  868  miles  of 
gathering  and  trunk  lines,  and  the  system  delivered  4,196,662  barrels  of  crude 
oil  to  Coffeyville  during  the  year. 

GEOLOGICAI,  DIVTSION 

Geologists  in  the  headquarters  office  at  Kansas  City  are  assisted  in  their 
work  by  district  office  staffs  at  Mattoon,  111.,  Wichita,  Kans.,  and  Midland,  Tex. 
Geological  studies  are  the  basis  of  nearly  every  effort  to  obtain  crude  oil  except 
where  the  oil  is  purchased  by  contract  for  monthly  deliveries  to  our  pipe  lines. 
If  a  pipe  line  is  to  be  extended  to  a  new  field  or  a  new  lease,  will  enough  oil  be 
forthcoming  over  a  period  long  enough  to  justify  the  capital  outlay?  Geologists 
provide  the  answer. 

Take  a  CRA  producing  lease  acquired  by  purchase.  Should  more  wells  be 
drilled  on  it,  or  should  some  of  the  wells  be  plugged  and  abandoned,  or  should 
some  of  them  be  sold  as  uneconomic  producers?  These  and  a  multitude  of 
related  questions  are  referred  to  the  geological  division.  The  valuation  studies 
it  makes  of  producing  properties  and/or  nondeveloped  leases  offered  for  sale  to 
CRA  are  indispensable  in  getting  maximum  oil  production  at  minimum  cost. 

EEFINEKY   OPEBATIONS   AND  BESTJLTS 

Net  savings  of  the  Cooperative  Refinery  Association,  refining  subsidiary  of 
CCA,  were  $1,175,541.28  for  the  12  months  that  ended  August  31,  1945,  after 
$250,000  had  been  set  aside  for  the  refinery  obsolescence  reserve.  A  similar  sum 
for  obsolescence  was  set  up  the  year  before. 

Plant  No.  1  at  Coffeyville,  Kans.,  showed  a  net  of  $1,060,950  at  August  31, 
1945.  The  plant,  which  has  a  capacity  of  13,500  barrels  of  crude  oil  daily,  is  a 
complete  refinery  producing  bright  stocks,  neutrals,  and  finished  motor  oil,  as 
well  as  a  full  line  of  light  petroleum  products.  It  came  into  possession  of  Cooper- 
ative Refinery  Association  on  purchase  from  National  Refining  Co.  at  the  beginning 
of  the  1944  calendar  year.  Therefore,  the  year  which  ended  August  31,  1945, 
was  the  first  full  year  the  plant  has  operated  under  cooperative  ownership. 

NEW  BECOBD  IN   "LUBE"   PRODUCTION 

Exclusive  of  wax,  heavy  fuel  oil,  refinery  fuel,  and  other  byproducts,  plant 
No.  1  produced  close  to  89,000,000  gallons  of  refijied  fuels  during  the  year  for 
member  cooperatives  of  CCA.  The  "lube"  oil  plant  made  new  records  in  produc- 
tion, turning  out  37,000  barrels  per  month,  on  the  average,  or  18,648,000  gallons 
for  the  fiscal  year.    Of  this  volume,  1,652,765  gallons  went  to  member  associa- 
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tions,  a  gain  of  139,680  gallons  over  the  year  before.  Practically  all  the  remainder 
went  to  other  cooperative  wholesales  and  to  the  armed  services. 

The  falling  away  of  wartime  demand  brings  out  sharply  the  need  for  member 
associations  to  push  the  sale  of  motor  oils  from  their  own  refinery. 

Plant  No.  2  at  Coffeyville  is  the  aviation  gasoline  refinery  which  was  built 
there  by  the  Federal  Government  at  a  cost  of  approximately  $6,500,000.  It  was 
leased  and  operated  for  the  duration  by  the  Cooperative  Refinery  Association. 
Construction  on  the  plant  was  finished  in  time  to  jyermit  it  to  operate  2  months 
in  the  1943^4  fiscal  year  during  which  time  it  produced  4,944,000  gallons  of 
100-octane  gasoline  and  made  net  savings  of  $37,124.55.  In  the  12  months  that 
ended  August  31,  1945,  the  plant  produced  approximately  20,580,000  gallons  of 
high-octane  gasoline  and  made  net  savings  of  $214,314.40. 

DEMAND  FOB  HIGH  OCTANE  GAS  TO  BISE 

Following  the  close  of  the  war  with  Japan,  the  octane  plant  was  shut  down 
until  such  time  as  the  Government  can  work  out  formulas  for  selling  or  leasing 
it  and  other  such  facilities  to  operators  who  have  first  options  on  them.  In 
the  meantime,  we  are  having  a  study  made  of  these  facilities  which  will  permit 
us  to  make  the  best  possible  use  of  them  in  case  we  can  and  do  negotiate  for 
them  successfully  with  the  Federal  Government.  In  the  meantime,  new  engines 
for  motor  cars,  tractors  and  trucks,  built  to  use  high-octane  fuel  will  soon  be 
coming  from  assembly  lines.  The  demand  for  such  fuel  will  rise.  Members  may 
be  assured  that  their  cooperative  wholesale  is  watching  developments  in  this 
area  closely  and  that  it  will  be  prepared  to  move  in  whatever  direction  may  seem 
necessary  to  protect  their  best  interests. 

The  3,500-barrel-a-day  refinery  at  Phillipsburg,  Kans.,  produced  24,974,208 
gallons  of  refined  fuels  for  the  year,  a  slight  decline  from  the  25,610,256  gallons 
produced  the  year  before.  Net  savings  were  $275,210,  a  decline  of  22  percent 
from  net  savings  of  $354,040  realized  the  year  before.  Several  factors  were 
responsible  for  the  drop.  Crude-oil  costs  were  higher,  the  price  to  CCA  was 
lowered,  and  there  was  a  smaller  quantity  of  light  and  higher-priced  fuels  pro- 
duced than  was  the  case  the  year  before,  even  though  the  throughput  of  oil 
was  slightly  higher.  Investigations  are  being  made  as  to  equipment  to  be 
installed  to  increase  the  percentage  of  light  oil  products. 

The  1,500-barrel-a-day  refinery  at  Scottsblufif,  Nebr.,  produced  10,540,656  gal- 
lons of  refined  fuels  for  the  year,  a  decline  of  more  than  2,000,000  gallons  under 
the  year  before  when  12,569,760  gallons  were  produced.  Net  savings  declined 
also,  dropping  from  $186,126  in  1943-44  to  $45,228  for  the  year  that  ended 
August  31,  1945. 

SMAI.T.EB  THEOUGHPUT  AT  SCOTTSBLUFF 

Operations  and  operating  results  at  Scottsbluff  were  less  satisfactory  than 
in  previous  years  because  of  a  shortage  of  desirable  crude  oil  during  the  year. 
In  an  effort  to  alleviate  the  situation,  relatively  high-cost  sulfur-bearing  crude 
oil  was  brought  in  from  nearby  fields  and  by  tank  car  from  Texas.  While  the 
product  was  fairly  satisfactory  from  a  yield  standpoint,  the  sulfur  did  cause 
some  deterioration  in  the  plant  itself  which  was  built  to  handle  sweet  crude 
primarily.  While  other  factors  contributed  to  the  decline  in  savings,  the  princi- 
pal one  was  smaller  throughput  of  higher-cost  crude  oil. 

Five  regional  cooperative  wholesales,  including  CCA,  are  owners  of  National 
Cooperative  Refinery  Association,  McPherson,  Kans.,  which  owns  and  operates 
the  17,500-barrel-a-day  refinery  there.  During  its  fiscal  year  which  ended  July 
1,  1945,  GCA  took  35.6  percent  of  NCRA's  output  of  refined  fuels,  or  47,549,184 
gallons. 

It  should  be  noted  that  in  the  year  under  review,  CCA  produced  in  refineries 
which  it  owns  outright  or  in  which  it  has  an  interest,  approximately  171,768,048 
gallons  of  refined  fuels.  It  delivered  to  patrons  21,544  carloads  of  refined  fuels 
of  8,000  gallons  each,  or  172,352,000  gallons.  This  means  that  for  the  second 
straight  year  CCA  has  met  the  needs  of  its  patrons  for  refined  fuels  from  its 
own  facilities.  This  is  exclusive  of  the  output  of  the  aviation  gasoline  plant 
which  went  to  the  Federal  Government. 

In  addition  to  helping  CCA  meet  the  requirements  of  its  members  for  refined 
fuels,  the  refinery  at  McPherson  made  net  savings  of  which  CCA's  share  was 
$405,825.     It  was  invested  in  shares  of  NCRA,  as  was  the  case  a  year  ago. 

To  supply  member  associations  most  advantageously  this  past  year,  CCA  had 
24  exchange  agreements  with  19  different  oil  companies,  including  both  majors 
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and  indei)endeiits,  which  represented  approximately  5,000,000  gallons  of  refined 
fuels  a  month.  We  made  shipments  from  39  refineries  and/or  pipe  line  terminals 
which  had  the  effect  of  giving  members  products  from  outlets  near  them  at 
considerable  savings  in  transportation. 

Gasoline  shipments  from  our  Coffeyville  refinery  to  Des  Moines  and  Omaha 
via  the  Great  Lakes  pipe-line  system,  which  averaged  50,000  barrels  per  month, 
enabled  associations  to  use  transport  service  where,  in  years  past,  they  were 
required  to  rely  entirely  on  tankcar  shipments.  An  extension  of  the  Great  Lakes 
line  to  Sioux  Falls,  S.  Dak.,  which  will  be  in  operation  soon,  will  permit  us  to 
better  serve  all  of  South  Dakota  at  lower  cost  than  would  be  possible  by  tankcar 
shipment  exclusively. 

EESTILTS   JUSTTFY  ENTBY  INTO  PRODUCTION 

Results  of  the  year  in  the  refining  division  confirm  again  the  essential  sound- 
ness of  the  decision  made  6  years  ago  on  the  part  of  directors  and  members  to 
move  into  petroleum  production,  pipe  line  transportation  and  refining.  Wartime 
conditions  provided  the  acid  test  of  that  policy.  Demand  for  i)etroleum  products 
generally  outran  supply.  Without  sources  of  supply  under  our  own  direction 
and  control,  CCA  could  not  have  done  an  effective  job  of  supplying  its  members, 
nor  could  it  have  been  as  effective  as  it  was  in  contributing  to  the  war  effort. 
Neither  would  members  have  realized  the  relatively  high  rate  of  savings  return 
that  came  to  them  as  a  result  of  owning  such  productive  facilities. 

When  it  is  recalled  that  a  share  of  the  savings  made  at  the  McPherson  refinery 
are  included  in  the  net  of  $579,114 — the  savings  made  by  CCA  as  a  wholesale — 
and  that  more  than  twice  as  much  was  realized  this  past  year  by  CCA's  refining 
subsidiary,  or  $1,175,541,  it  is  proof  again  of  the  essential  soundness  of  CCA's 
revolving  fund  plan  of  financing.  Had  annual  savings  been  paid  out  in  full  an- 
nually over  the  past  17  years,  CCA  most  likely  would  have  been  ineffective  and 
would  have  continued  to  be  undercapitalized.  Moreover,  member  associations 
could  not  have  put  the  money  to  work  anywhere,  as  they  realized  then  and  still 
realize,  where  it  would  have  made  them  greater  returns  than  it  has  in  productive 
facilities  like  gasoline  refineries. 

That  our  plan  of  husbanding  our  resources  has  been  most  effective  is  ad- 
mitted by  competitors  who,  in  an  organized  way,  are  seeking  legislation  now  to 
compel  cooperatives  to  pay  out  all  savings  in  the  year  in  which  they  are  made, 
and  to  put  a  confiscatory  tax  lOn  such  savings  in  the  hands  of  cooperatives.  Giv- 
ing vitality  to  the  cooperative  program  of  production  also  is  the  sale  of  preferred 
shares  of  CCA  and  CRA,  the  steady  rise  of  the  loan  capital  fund,  and  our  con- 
tinued adherence  to  the  cash  trading  program  which  was  inaugurated  February  1, 
1939. 

Mr.  Jacobsen.  Senator  Moore,  will  you  bear  with  me  just  2  minutes 
longer  ? 

Senator  Moore.  Yes. 

Mr.  Jacobsen.  I  would  like  to  cite  a  hypothetical  example  but  a  true 
example  of  how  this  subsidy  will  work.  No  matter  where  you  put 
the  dividing  line  between  subsidized  and  nonsubsidized  wells,  you  will 
have  the  same  thing  moving  up  and  down. 

I  have  taken  a  case  where  wells  producing  less  than  15  barrels  a  day 
get  a  50-cent  subsidy,  and  those  above  get  nothing.  Assuming  a  man 
produces  14  barrels  per  day  and  the  price  of  oil  is  $1.25,  if  you  add  the 
subsidy  to  that,  he  gets  for  his  14  barrels  a  day  $24.50. 

Now  assume  that  his  neighbor  has  wells  that  average  20  barrels  a 
day,  he  gets  no  subsidy  because  the  dividing  line  is  15  barrels,  there- 
fore the  neighbor  gets  for  his  20  barrels  a  day  at  $1.25,  $25.  There- 
fore that  neighbor,  or  incidentally  the  same  operator,  if  he  increases 
his  own  production,  for  the  extra  6  barrels  a  day,  which  is  nearly 
50  percent  increase  of  the  figure  I  mentioned,  will  be  getting  50  cents 
a  day,  or  8  cents  a  barrel,  extra. 

Now,  as  I  said,  it  does  not  make  a  particle  of  diflPerence  where  you 
place  the  dividing  line;  whenever  you  get  production  close  to  that 
dividing  line  between  subsidy  and  nonsubsidy,  you  do  put  a  premium 
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on  smaller  production,  and  it  is  not  fair,  in  the  case  I  mentioned,  to 
have  two  operators  in  the  same  field,  one  who  averages  14  barrels  per 
day  on  his  production  and  the  other  averages  20  barrels  per  day, 
and  the  one  with  20  barrels  a  day  gets  only  50  cents  more  per  day  for 
6  barrels  of  oil  in  the  hypothetical  case  that  I  mentioned. 

I  want  to  repeat  that,  in  my  opinion,  the  remedy  lies  in  an  adequate 
price  for  all  crude  and  not  a  differential  for  all  crude. 

Mr.  RoESER.  I  want  to  call  Mr.  Jacobsen's  attention  to  the  fact  that 
at  one  time  that  14-barrel  well  was  a  20-barrel  well. 

Mr.  Ma jEWSKi.  Is  that  all  on  the  strip j)er  wells  ? 

Captain  Franchot.  No,  I  have  something  that  I  would  like  to  add. 

Senator  Moore.  Very  well.  Captain. 

Captain  Franchot.  I  would  like  to  make  a  few  remarks  and  I  wish 
to  emphasize  the  fact  that  I  am  speaking  as  an  independent  oil  pro- 
ducer and  stripper  oil  producer  rather  than  as  an  officer  of  the  Navy. 
With  few  exceptions,  the  interruptions  I  have  made  during  the  last 
4  days  have  been  in  my  capacity  as  an  independent  oil  producer,  not 
as  a  member  of  the  Navy. 

I  have  been  engaged,  either  actively  or  in  the  capacity  of  counsel, 
as  an  owner  and  actually  in  the  field  in  the  oil  business  for  some  43 
years,  starting  back  in  1903  or  1904,  and  most  of  that  time  have  had 
to  do  with  stripper  production  and  secondary  recovery.  The  few 
comments  that  I  have  are  on  points  that  I  do  not  think  have  been 
brought  out. 

Mr.  Jacobsen's  question  about  the  number  of  stripper  wells  that 
were  controlled  by  majors  suggested  a  thought  to  me,  and  that  is  this : 
It  has  been  my  observation  that  the  majors  abandon  stripper  wells 
much  sooner  than  independents  do.  Now,  in  that  is  something  to 
think  about.  Occasionally,  as  has  happened  to  me  just  within  the  last 
2  months,  where  we  have  a  partner  who  is  a  major  owning  a  half 
interest  in  some  stripper  production,  they  came  to  us  recently  and  said, 
"Do  you  want  to  buy  our  interest  for  just  the  value  of  the  salvage 
of  the  equipment?"  We  analyzed  the  situation  and,  from  our  point 
of  view,  it  was  a  good  buy.  From  their  point  of  view,  if  they  had 
owned  the  working  interest  outright,  they  would  have  abandoned  it. 
But  we  undoubtedly  will  get  many  thousands  of  barrels  out  of  that 
interest,  that  we  are  currently  buying  for  a  salvage  figure.  Where 
there  is  a  partnership  of  that  kind,  the  oil  is  still  preserved. 

In  that  same  field,  which  is  in  Creek  County,  Okla.,  I  have  observed 
many  leases  that  the  majors  have  abandoned  long  before  they  got  into 
what  I  would  call  a  stripper  well  status  from  the  independent's  point 
of  view. 

Mr.  Fraser.  Do  they  always  try  to  sell  ? 

Captain  Franchot.  That  is  the  point  I  am  coming  to.  I  have  not 
observed  that  the  majors  offer  these  wells  before  abandonment,  to  the 
industry,  before  they  carry  out  an  abandonment  program,  and  a  cru- 
sade with  the  majors  to  get  them  to  offer  these  properties  at  the  salvage 
value  to  independents  before  that  abandonment  would  save  a  great 
many  thousands  of  barrels.  I  have  not  heard  that  point  brought  out, 
but  I  think  it  is  something  that  ought  to  be  borne  in  mind. 

Another  thing,  no  mention  has  recently  been  made  in  respect  to 
royalties  on  Government  lands.  A  great  deal  of  help  can  be  given  to 
strippers  if  the  royalties  were  reduced.  We  have  abandoned  produc- 
tion in  Osage  County,  Okla.,  abandoned  leases,  simply  because,  with 


THE  INDEPENDENT  PETROLEUM   COMPANY  367 

the  one-sixth  royalty,  we  could  not  go  on ;  whereas  if  we  had  a  one- 
eighth  royalty,  or  even  a  smaller  royalty  than  that,  we  might  have 
gone  on  5  or  6  years  producing  those  properties.  So  some  alleviation 
of  this  problem  can  be  achieved  if  attention  is  given  to  the  question  of 
royalties  on  public  leases.  If  you  are  dealing  with  an  individual,  you 
can  tell  him  you  must  abandon  the  lease  unless  he  will  let  you  operate 
on  a  smaller  royalty.  With  the  Government  leases  we  are  bound  in 
most  cases  by  law.  I  think  it  is  a  very  important  point  wherever 
Government  land  comes  into  the  question. 

As  an  illustration  of  how  an  independent  stripper  will  try  to  nurse 
along  his  production,  I  can  cite  instances  in  my  own  experience  where 
we  would  have  long  ago  abandoned  certain  production  if  it  were  not 
for  the  fact  we  have  old  men  who  would  have  had  difficulty  going  out 
and  getting  jobs,  but  by  merely  continuing  the  lease  and  just  keeping 
the  lease  alive,  you  keep  him  from  going  on  a  pension,  or  keep  him 
from  going  to  the  county  poorhouse.  I  think  that  illustrates  the  fact 
that  the  independent  operator  struggles  to  keep  the  production  going 
even  though  he  is  just  swapping  dollars. 

Mr.  Sandefer.  I  apologize  for  speaking  again,  but  I  appreciate  the 
gentleman's  bringing  out  the  matter  about  the  purchase  of  these  prop- 
erties. The  reason  I  did  not  bring  it  out  is,  that  is  where  I  got  part  of 
my  properties,  and  I  was  afraid  they  would  not  sell  me  any  more. 

Mr.  SwANsoN.  Is  it  necessary  for  an  operator  to  obtain  the  approval 
of  the  Corporation  Commission  of  Oklahoma  before  an  oil  well  is 
abandoned  ? 

Captain  Franchot.  On  the  non-Indian  situation? 

Mr.  SwANsoN.  Yes. 

Captain  Franchot.  You  have  to  report  to  them,  anyway.  They 
have  to  witness  the  plugging. 

Mr.  SwANsoN.  Do  you  have  to  get  their  permission  ? 

Captain  Franchot.  You  don't  have  to  get  their  permission,  but  they 
send  an  inspector  to  see  that  you  plug  the  property. 

Mr.  SwANSON.  They  just  have  to  report  it? 

Captain  Franchot.  That  is  right  . 

Mr.  Majewski.  Senator,  yesterday  I  commented  on  Mr.  Reppert's 
statement  that  the  OPA  was  not  informed  of  these  various  trends 
which  would  result  in  these  shortages  because  of  the  price  policy  in- 
flicted by  the  OPA,  and  I  said  I  would  produce  corroborating  evidence. 
It  would  be  a  quite  lengthy  procedure  for  me  to  introduce  it  here,  but 
I  can  do  it,  if  you  choose,  by  a  letter  to  you,  submitting  the  corrobora- 
tive documents  with  the  letter,  with  a  copy  to  OPA,  where  I  will 
introduce  it,  document  by  document,  showing  that  since  last  April 
they  have  definitely  been  fully  advised  of  these  impending  shortages 
which  their  price  policies  would  create.  How  do  you  want  me  to  do 
that? 

Mr.  Fraser.  It  would  be  better  if  you  could  introduce  it  now,  be- 
cause the  subject  is  very  timely,  and  because  if  you  sent  a  letter  to  the 
committee  it  would  not  be  published  for  quite  a  while. 

Mr.  Majewski.  I  could  write  the  letter  this  afternoon,  to  save  your 
time. 

Mr.  Fraser.  Why  don't  jou  write  a  letter  and  then  introduce  the 
letter  next  Wednesday  in  this  record  ? 

Mr.  Majewski.  All  right. 
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The  other  item  I  would  like  to  comment  on,  the  last  remaining 
fear  of  the  OPA  in  suspending  completely — not  suspending,  but  elim- 
inating the  oil-price  controls  entirely — is  this  one,  which  Petty's  Oil 
Letter  of  March  16,  1946,  called  to  the  attention  of  Col.  Ernest  O. 
Thompson,  and  the  excerpt  from  that  letter  to  which  I  would  like  to 
call  attention  is  this : 

But  there  is  one  factor  in  suspending  oil-price  controls  which  has  long  worried 
OPA.  It  is  the  possible  effect  of  State  proration  laws  on  supply  and  demand 
which  might  affect  crude  prices  when  ceilings  are  suspended. 

Col.  Ernest  O.  Thompson,  in  a  very  brief  telegram  to  Wright  Pat- 
man,  says  this : 

Our  Commission  is  of  the  opinion  that  OPA  price  controls  are  no  longer  neces- 
sary in  the  oil-  and  petroleum-products  line.  There  are  huge  surpluses  of  crude 
in  storage  and  top-heavy  surpluses  of  gasoline.  The  only  shortage  is  in  fuel 
and  heating  oils,  and  this  shortage  is  due  to  OPA  policy  of  hitherto  unprofitable 
operating  price  on  these  products,  which  I  understand  they  are  correcting  so 
the  refiners  will  turn  out  those  products  as  needed.  There  need  be  no  fear  of 
State  regulatory  authorities  reducing  production  allowables  below  consumptive 
demand.  Congress  took  proper  care  of  that  when  the  law  approving  the  Inter- 
state Oil  Compact  was  passed  by  providing  that  the  President  might  permit 
an  increase  in  imports  of  crude  oil  any  time  the  State  regulatory  authorities 
refused  to  supply  the  needs.  Naturally  the  oil-producing  States  would  never 
cut  themselves  out  of  the  oil-producing  business  by  inviting  imports.  Today 
finished  gasoline  is  running  over  tne  tanks  and  piling  up  wastefully.  I  should 
be  glad  to  come  up  there  and  testify  before  the  O'Mahoney  committee  if  you  will 
arrange  it  and  let  me  know.  We  are  all  grateful  to  you  for  your  splendid  work 
on  oil. 

Senator  Moore.  Mr.  Faber,  I  believe,  wanted  to  be  heard. 

STATEMENT  OF  LOUIS  M.  EABER,  EXECUTIVE  SECRETARY,  RETAIL 
GASOLINE  DEALERS  ASSOCIATION  OF  MILWAUKEE,  WIS. 

Mr.  Faber.  My  name  is  Louis  M.  Faber.  I  am  executive  secretary 
of  the  Eetail  Gasoline  Dealers  Association  of  Milwaukee.  I  wish  to 
put  some  remarks  into  the  record  relative  to  how  the  forgotten  man 
in  the  petroleum  industry  is  faring  under  the  conditions  of  today  and 
previous  to  this. 

Mr.  Eraser.  I  think  it  should  appear  in  the  record  that  Mr.  Faber 
is  testifying  today  instead  of  next  Wednesday  because  he  comes  from 
Wisconsin,  and  we  are  running  him  in  here  somewhat  out  of  order. 

Mr.  Faber.  Yes ;  I  appreciate  that. 

I  started  in  the  oil  business  20  years  ago,  operating  a  service  station 
of  my  own,  and  I  have  operated  one  for  almost  12  years.  I  have  been 
carrying  on  the  dealers'  activities  for  9  years.  I  was  an  officer  of  the 
Milwaukee  association  for  7  years,  an  officer  of  our  State  association, 
and  director  in  our  national  association. 

Gentlemen,  some  time  ago,  starting  about  1934,  the  supplying  oil 
companies  started  to  deliver  themselves  from  the  retailing  of  gasoline. 
At  that  time,  because  of  certain  Social  Security  and  unemployment 
laws,  taxes,  organized  labor,  they  must  have  found  it  was  better  to 
lease  out  their  outlets.  But,  gentlemen,  in  the  leasing  out  of  their 
outlets,  that  is  about  all  they  have  done.  They  have  not  desired  to  lose 
control  of  those  outlets. 

Previous  to  the  war,  not  many  of  the  companies  had  other  items 
besides  gasoline,  but  in  their  promotions  and  plans  during  the  war 
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period,  each  company,  almost  without  exception,  has  a  plan  of  what 
their  stations  are  going  to  sell.  Now,  mind  you,  there  are  very  few 
companies  in  the  Nation  that  are  still  living  who  directly  operate  a 
retail  outlet,  and  still  each  one,  for  the  last  3  years,  has  been  making 
deals  with  this  accessory  manufacturer,  with  that  tire  manufacturer, 
with  this  and  that  person,  arranging  for  merchandise  that  is  going 
to  be  sold  through  their  stations. 

Now,  gentlemen,  they  are  not  their  stations  when  they  lease  them 
out.  I  would  like  to  read  a  part  of  one  lease  that  happens  to  be  in  my 
records.     They  have  a  paragraph  which  says : 

None  of  the  provisions  of  this  lease  shall  be  construed  as  reserving  to  the 
lessor  any  right  to  exercise  any  control  over  the  business  or  operations  of  the 
lessee  conducted  upon  leased  premises,  or  to  direct  in  any  respect  the  manner 
in  which  any  such  business  and  operations  shall  be  conducted ;  it  being  under- 
stood and  agreed  that  so  long  as  lessee  shall  use  said  premises  as  herein  pro- 
vided, the  entire  control  and  direction  of  such  activities  shall  be  and  remain  with 
the  lessee. 

Nowhere,  gentlemen,  in  their  leases  do  they  reserve  the  right  to  the 
control  of  prices,  as  to  whom  they  hire,  what  merchandise  to  sell,  when 
to  open  and  when  to  close.  It  is  not  contained  in  here,  but  it  is  being 
done,  and  I  think  it  is  being  done  all  over  the  Nation. 

It  is  just  about  time  that  either  the  supplying  oil  companies  go 
back  into  the  retail  business  completely  or  get  out  of  it  entirely.  But 
they  have  a  lease  of  this  type  for  their  protection,  because  that  is  what 
a  dealer  signs  with  the  company.  But  what  happens  after  the  lease 
is  signed  is  something  else  again.  It  is  always  by  some  form  of  indi- 
rection, and  it  has  got  down  to  the  point  now  where  some  have  the 
nerve  to  remind  the  dealer  that  his  lease  comes  due  on  April  1  and  that 
it  would  be  better  if  he  does  as  they  say. 

We  have  a  particular  situation  in  the  Milwaukee  area  where  some 
company  is  coercing  their  dealers,  including  the  manager  from  the 
district,  that  unless  they  reduce  their  price  to  a  certain  point  he  will 
not  have  a  renewal  of  the  lease.  This  particular  company  besides  has 
another  plan,  and  that  is  that  when  a  particular  market  in  their  esti- 
mation is  not  doing  the  way  they  like  to  have  it  do  they  run  several  of 
the  stations  on  the  plan  of  a  commission  program,  and  these  become 
key  spots  in  the  community  where  they  control  the  activities  of  the 
rest. 

Now,  this  same  company  during  the  war  period  got  rid  of  most  of 
these  outlets  that  they  are  running  on  a  commission  basis,  but  now, 
because  some  of  the  dealers  will  not  do  what  they  want,  they  are  threat- 
ening to  return  to  it.  I  know  that  a  director  of  our  association,  whose 
filling-station  property  was  sold  out  from  under  him,  went  to  this 
particular  company  to  lease  a  station,  and  he  was  frankly  told  that 
they  could  not  give  him  a  lease  because  he  could  not  be  directed. 

In  indirect  remarks  made  by  representatives  of  the  company  they 
have  said  that  they  will  not  be  satisfied  until  the  dealer's  margin  is 
down  to  314  cents  per  gallon.  The  margin  for  the  dealer  in  the  Mil- 
waukee area  today  is  4.6  cents  per  gallon  on  house-brand  or  regular 
gasoline.  This  company's  dealers  are  being  forced  to  sell  at  a  margin 
of  4.3.  It  is  not  pleasant  for  them,  but  they  have  made  up  their  minds 
that  they  are  gomg  to  do  the  job.  In  fact,  they  are  going  to  do  the 
job — or  else. 
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Now,  the  "or  else,"  I  can  only  see  is  in  the  so-called  commission-plan 
stations  that  they  have.  Now,  these  stations  that  they  run  on  the  com- 
mission plan  are  not  ones  that  are  being  set  up  to  set  the  pace  for  the 
dealers  in  the  matter  of  merchandising  and  giving  service,  because  in 
most  instances  they  are  stations  that  they  cannot  profitably  run,  or 
where  a  dealer  will  not  run  them  as  they  wish. 

We  go  further  than  that.  They  are  all  taking  on  tires,  batteries, 
and  accessories,  and  a  lessee  either  stocks  that  merchandise — or  else. 
But  in  many  instances,  gentlemen,  some  of  these  dealers  have  possibly 
been  in  business  10  or  15  years  before  his  supplying  company  decides 
to  take  on  the  ATBA  plan. 

Mr.  Fraser.  Do  the  dealers  lose  money  in  the  sale  of  merchandise? 

Mr.  Faber.  Yes ;  they  do  in  many  instances.  A  dealer  came  to  me 
the  other  day  and  said  his  company  insisted  on  him  buying  a  certain 
sparkplug  at  44  cents.  He  has  been  buying  them  for  15  years  at  36 
cents,  the  same  plug,  from  an  independent  supplier  of  motor  parts. 
We  have  others  who  put  merchandise  under  their  own  brand  name  but 
who  hold  the  bag  on  the  deal.  The  price  generally  is  lower  than  the 
competitive  nationally  advertised  items,  but  the  wholesale  price  is  the 
same,  or  even  a  little  higher. 

No,  the  supplying  companies  are  not  going  to  lose  any  money,  they 
are  going  to  get  their  rightful  part,  because  they  have  good  cost  de- 
partments and  know  what  they  have  to  get  for  them.  But  the  dealer 
has  a  price  at  which  he  can  sell  them  easily,  and  that  money  comes 
out  of  his  pocket.     That  is  swell  merchandising.     So  much  for  that. 

Another  thing  I  would  like  to  discuss  is  subsidies  on  leases  and  the 
possibility  of  an  independent  dealer  trying  to  run  an  independent 
station.  The  oil  industry,  through  the  operation  of  stations,  certainly 
has  become  a  tremendous  monopoly,  because  it  is  impossible  for  an 
independent  to  try  to  lease  a  station  from  a  private  property  owner, 
if  the  station  has  any  value  at  all,  because  a  supplying  company  will 
come  in  and  overbid  the  value  of  the  property  and  finally  lease  it  back 
to  somebody  for  half  the  price.  But  the  leases  always  have  to  be  for 
a  duration,  not  just  for  1  year.     They  are  trying  to  keep  it  tied  up. 

Now,  that  is  unfair  to  a  dealer  who  owns  his  own  property,  because 
if  the  rental  to  the  operator  that  comes  in  does  not  cover  the  value  of 
the  price  they  are  paying  for  the  lease,  there  is  a  discriminatory  mar- 
gin there,  because  the  man  who  owns  his  own  property  cannot  get  a 
reduction  in  his  taxes,  his  operation  cost,  and  so  when  these  com- 
panies go  in  and  buy  up  these  stations,  not  just,  gentlemen,  the  ones 
that  they  lease  from  a  third  party  or  a  private  owner  but  the  ones 
they  put  in  themselves,  they  put  them  up  as  a  matter  of  competition. 
If  on  one  corner  there  somebody  decides  to  put  in  a  filling  station  and 
if  the  three  other  corners  are  empty,  the  three  corners  are  going  to 
be  loaded  with  stations  regardless  of  whether  the  community  needs 
them.  They  know  in  advance  they  are  going  to  be  unprofitable  sta- 
tions but  they  put  them  up,  because  they  are  using  a  part  of  their 
marketing  profit,  their  so-called  petroleum  profit,  to  carry  on  their 
real-estate  department.  We  feel  that  the  real-estate  department  of 
any  supplying  oil  company  should  be  segregated  from  the  petroleum 
end  of  the  business  and  make  it  stand  on  its  own  feet. 

Then,  we  have  another  dealer  who  is  a  very  successful  operator, 
and  he  will  get  a  lease  with  a  minimum  to  it  but  no  maximum.    They 
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wish  to  participate  in  his  profits  or  success,  but  they  will  guarantee 
themselves  on  the  way  down. 

Now,  these  problems  are  ones  that  I  think  it  is  about  time  that  the 
Federal  Government  should  take  care  of,  because  it  is  not  a  local 
problem,  it  is  a  definitely  national  problem.  The  Federal  Trade  Com- 
mission, under  the  TNEC,  did  investigate  it,  but  for  lack  of  money 
they  cannot  make  the  investigation  they  need  to  make.  I  talked  to 
Mr.  Norton  the  other  morning,  and  he  said,  "We  know  the  facts ;  we 
know  what  should  be  done,  but  it  takes  money." 

Mr.  Fraser.  Who  is  this  ? 

Mr.  Faber.  Mr.  Norton,  of  the  Federal  Trade  Commission. 

Mr.  Fi^ASER.  There  is  a  Mr.  Horton. 

Mr.  Faber.  That  is  right — Horton.  He  said  that  such  an  investi- 
gation, to  be  done  properly  and  do  the  job  that  he  knows  should  be 
done,  would  cost  $150,000. 

Mr.  Fraser.  Do  you  claim  any  laws  are  being  violated  ? 

Mr,  Faber.  By  indirection,  and  it  can  only  be  straightened  out  if 
a  thorough  investigation  takes  place,  because  no  one  individual  dealer 
is  going  to  sign  affidavits  and  does  not  want  to  become  the  martyr. 

Mr.  Fraser.  What  laws  are  being  violated  ? 

Mr.  Faber.  The  laws,  I  would  say,  in  many  cases,  of  collusion. 
I  will  give  you  examples. 

Mr.  Fraser.  I  mean  what  Federal  laws  are  being  violated  ? 

Mr.  Faber.  I  do  not  know  what  Federal  laws  are  being  violated. 
I  would  say  the  monopoly  law,  trying  to  run  the  business  without 
the  right  to  run  the  business. 

Mr.  Fraser.  You  mean  the  antitrust  law  ? 

Mr.  Faber.  I  do  not  know  if  it  is  the  antitrust  law,  but  it  is  a 
monopoly,  trying  to  run  a  business  and  set  prices  without  the  right 
to  do  so. 

We  have  had  instances  of  this  type :  A  certain  marketer  in  our  dis- 
trict wanted  the  price  changed  and  had  price  signs  all  ready  for  the 
dealer.  They  were  ready  to  furnish  them  to  them  free  if  they  would 
go  down  to  that  price.    I  have  some  of  those  signs. 

We  had  another  marketer  who  wanted  a  price  adjustment.  I  would 
like  to  interject  this  at  this  time.  After  hearing  what  has  been  said 
on  State  controls,  in  my  estimation,  this  industry  during  the  winter 
has  had  a  tremendous  overproduction  of  gasoline,  and  each  one  trying 
to  dump  it,  each  company  gallonage-minded,  and  we  should  have  price 
wars  because  production  was  not  controlled  as  well  as  it  could  nave 
been  in  order  to  meet  the  demand. 

But  we  have  another  company  who  wanted  a  price  change,  who  had 
a  full-page  ad  ready  to  put  in  the  paper,  and  they  were  informed  that 
their  usual  advertising  said,  "All  our  stations  and  dealers,"  that  if 
they  used  the  word  "dealers,"  we  wanted  to  know  if  they  had  permis- 
sion from  the  dealer  to  advertise  that  price,  or  if  they  were  going  to 
force  the  dealer  to  the  price.    The  ad  did  not  run. 

We  have  one  company  at  the  present  time  which  is  trying  to  get  the 
price  of  gasoline  down,  who  has  said  to  dealers,  "If  you  don't  go  down, 
we  will  run  an  ad  and  send  it  down." 

The  dealer,  the  retailer  in  the  country,  have  been  the  forgotten  men 
in  this  thing.  The  oil  companies  have  got  rid  of  the  obligation  of  the 
business  and  still  want  control.     I  therefore  recommend  that  if  the 
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Federal  Trade  Commission  needs  money,  this  committee  see  to  it  that 
they  get  it,  to  get  rid  of  this  inequality  of  operations. 

Senator  Moore.  All  right.    Thank  you  very  much. 

Mr.  Majewski.  I  would  like  to  develop  something.  This  has  been 
a  harmful  condemnation  of  the  oil  industry  which  I  object  to,  because 
my  company  does  not  do  that. 

Senator  Moore.  He  is  not  charging  your  company  with  anything. 

Mr.  Majewski.  I  know,  but  there  are  many  companies  in  the  Mid- 
dle West  that  do  not  do  that.  There  are  mutual  cancellation  clauses 
in  the  contracts  that  if  the  dealer  does  not  like  it  he  can  cancel  the 
agreement. 

Furthermore,  if  they  operate  in  restraint  of  trade,  why  don't  they 
sue  them  under  the  Federal  statute?  If  all  of  these  things  that  Mr. 
Faber  says  are  true — and  they  may  be  in  some  instances — ^then  he 
ought  to  go  after  those  companies.  But  to  make  a  categorical  indict- 
ment against  the  industry  and  recommend  two  things,  one  that  leads 
to  divorcement  of  marketing,  even  that  phase  of  retail  marketing 

Mr.  Faber  (interposing) .  I  did  not  say  that,  Mr.  Majewski. 

Mr.  Majewski.  You  are  hoping  that  the  Federal  Trade  Commission 
will  say  that,  as  they  have  in  the  Detroit  case,  which  is  the  screwiest 
decision  that  has  ever  been  rendered  in  the  history  of  man. 

Mr.  Faber.  Mr.  Majewski,  I  said  segregation  of  the  real-estate  de- 
partment. 

Mr.  Majewski.  I  want  to  talk  about  that.  I  agree  with  you.  I 
think  that  some  of  the  major  companies  are  making  bad  mistakes  in 
giving  their  property  away  for  nothing,  but  when  you  say  all  of  them 
do  that,  I  say  they  do  not.  I  am  sympathetic  with  what  you  say,  but 
when  you  say  the  companies  making  these  leases  resort  to  price  fixmg, 
that  is  not  true.  Anybody  can  cut  prices  any  way  they  like  under 
those  agreements,  and  they  ought  to  do  it  if  they  think  competition 
requires  it,  and  if  they  cannot  get  the  product,  come  over  to  me  and 
some  of  our  independents.  We  want  your  volume.  Competition  is 
there,  but  don't  let  us  make  a  categorical  indictment  of  the  oil  industry 
without  giving  us  a  chance  to  present  evidence  to  the  contrary. 

Mr.  Faber.  The  record  I  think  will  show,  Mr.  Majewski,  that  I  said 
"some  oil  companies." 

Mr.  Majewski.  You  said  "many  oil  companies  over  the  United 
States." 

Mr.  Faber.  That  is  right,  but  that  does  not  say  "all." 

Mr.  Majuwski.  But  "many"  infers  a  great  many. 

Mr.  Faber.  Another  thing  I  would  like  to  put  in  the  record  and 
that  is  this :  Almost  without  instances  a  dealer  who 

Mr.  Fraser.  You  mean  "almost  without  exception"? 

Mr.  Faber.  Almost  without  an  exception,  a  dealer  who  leases  a 
station  from  an  oil  company  never  gets  more  than  a  1  year's  lease. 
Ten  years  ago  when  a  dealer  took  over  a  station,  you  could  go  into 
it  with  anywhere  from  $250  to  $500,  but  today,  if  he  wants  to  go  in 
there  and  run  a  station,  he  needs  $1,500  to  $4,000,  and  it  is  pretty 
hard  for  a  man  to  go  in  there  and  always  to  be  under  the  fear  of  a 
cancellation,  because  the  lease  only  has  a  1-year  duration. 

Mr.  Majewski.  What  can  the  Government  do  about  that  ? 

Mr.  Faber.  I  did  not  ask  you  those  questions,  as  to  what  they  could 
do  about  bringing  your  group  out. 
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Mr.  Majewski.  I  did  not  ask  to  be  brought  out  of  anything.  I  ask 
to  be  left  alone.    I  will  get  myself  out. 

Mr.  Faber.  But  is  not  an  equitable  price  what  you  are  asking  for? 

Mr.  Majewski.  On  what  ? 

Mr.  Faber.  On  crude  oil  and  petroleum  products. 

Mr.  Majewski.  No;  I  said  remove  price  control  from  the  oil  in- 
dustry, and  the  oil  industry  will  produce  a  prolific  amount  of  products 
where  needed  and  when  needed  in  the  proper  amount.  That  is  what 
T  have  been  arguing  about  all  this  time. 

Mr.  Faber.  Mr.  Majewski,  you  brought  that  point  up. 

Mr.  Majewski.  You  can  pick  on  me  because  I  am  your  buddy. 

Mr.  Faber.  We  retailers  mind  our  own  business,  we  should  be  able 
to  put  our  own  tires  in,  and  buy  our  own  accessories;  we  should  not 
be  bound  to  take  just  what  the  companies  hand  to  us  and  say,  "Don't 
talk  about  it;  don't  complain  about  it."  We  have  been  in  the  oil  busi- 
ness for  40  years,  and  you  fellows  don't  know  anything  about  it.  We 
are  just  the  little  fellows  and  probably  we  are  not  big  enough  to 
bother  with. 

Mr.  Majewski.  I  do  not  agree  with  you  at  all.  I  think  you  are  an 
important  fixture  in  the  oil  business  and  you  ought  to  fight  for  the 
right  to  live,  and  that  is  why  I  am  on  your  side. 

Senator  Moore.  Is  there  anything  further? 

All  right,  thank  you,  Mr.  Faber. 

STATEMENT  OF  HERBERT  WILLETTS,  SOCONY-VACUUM  OIL  CO., 
INC.,  NEW  YORK,  N.  Y. 

Mr.  Willetts.  My  name  is  Herbert  Willetts,  New  York  City.  I  am 
connected  with  one  of  the  five  so-called  major  oil  companies,  the 
Socony-Vacuum  Oil  Co.,  Inc.    I  am  located  in  New  York  City. 

These  statements  by  Mr.  Faber  come  with  a  little  surprise,  from  the 
standpoint  of  my  operations.  I  am  connected  with  the  company  in  its 
eastern  operations.  My  operations  particularly  do  not  cover  Milwau- 
kee ;  but  I  would  like  to  say  on  behalf  of  the  company  I  am  connected 
with,  and  I  might  even  venture  to  say  from  what  little  I  know  of  the 
industry  in  the  East,  some  of  the  things  stated  in  connection  with 
control — that  we  do  not  control  prices  of  our  dealers.  We  have  a  num- 
ber of  service  stations  that  we  lease  to  dealers.  We  do  not  force  the 
dealers  to  buy  TBA.  They  can  buy  TEA  of  any  kind  in  any  amount 
from  anybody.  There  is  no  compulsion  to  buy  TBA  items.  They  can 
sell  competitive  oils,  and  they  do  sell  competitive  oils  in  many  of  the 
stations. 

As  far  as  lease  renewals  are  concerned,  we  will  renew  dealers'  leases ; 
and  we  do  renew  dealers'  leases,  even  though  that  dealer  sells  other 
products.  I  am  talking  about  motor  oil,  and  he  can  even  sell  other 
gasoline. 

On  rents;  we  have  a  policy  on  rents  on  stations  that  the  company 
owns,  and  we  think  in  terms  of  those  rents  as  sound  rents.  They  are 
based  on  the  ability  of  the  dealer.  Is  the  dealer  doing  business  to  pay 
the  rent  ? 

There  have  been  times  in  the  past  when  conditions  have  changed. 
We  have  some  stations,  and  I  imagine  other  companies  in  the  industry 
have  some  stations,  that  we  bought  many  years  ago ;  and  maybe  condi- 
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tions  in  that  particular  neighborhood  have  changed,  because  some  of 
them  do,  so  that  maybe  we  do  not  get  as  much  rent  out  of  it  as  we 
would  like  to ;  but  we  have  to  base  that  rent  on  what  the  dealer  can 
pay  and  do  business  and  live  in  that  particular  station.  The  question 
of  rents  with  us  is  just  giving  that  dealer  a  sound  rent.  It  is  not  a 
question  of  getting  any  price  advantage,  nor  is  it  used  in  any  way  as 
a  price  advantage.  We  lease  for  more  than  1  year  in  many  instances ; 
it  is  not  only  1  year;  we  lease  in  some  instances  for  2,  in  some  instances 
for  3  years,  and  in  some  instances  for  more  than  3  years.  As  I  say, 
this  tiling  comes  with  a  little  bit  of  surprise.  As  far  as  Milwaukee  is 
concerned,  I  would  like  an  opportunity  to  check  into  it,  and  see,  from 
our  standpoint,  what  we  are  doing  in  Milwaukee. 

Mr.  Fraser.  Are  you  in  Milwaukee? 

Mr.  WiLLETTS.  No,  sir ;  I  am  not.  I  am  in  New  York.  I  work  along 
the  Atantic  seaboard  from  Maine  down  to  the  Georgia  line. 

As  to  these  statements,  to  my  knowledge  in  the  East  I  do  not  see 
the  industry  doing  that ;  and  while  I  cannot  speak  for  the  whole  indus- 
try on  this  ioarticular  subject,  I  can  be  charitable  enough  to  say  in  view 
I  do  not  think  this  happens. 

From  the  standpoint  of  my  own  company,  that  I  particularly  do 
know  what  happens,  I  can  say  that  there  are  no  price  controls.  The 
dealer  can  sell  the  gasoline  for  a  dollar  a  gallon  or  10  cents  a  gallon,  or 
5  cents,  when  OPA  hasn't  got  charge  of  the  prices.  He  can  only  sell 
at  top  prices,  at  what  OPA  permits  him ;  but  from  our  standpoint,  that 
is  up  to  him.    He  is  an  independent  dealer,  and  he  makes  his  own  way. 

I  would  like  to  re-emphasize  that  he  sells  competitive  oils.  We  know 
he  sells  competitive  oils.  He  sells  a  lot  of  competitive  oils  from  the 
Pennsylvania  refineries.  Those  seem  principally  to  be  the  oils  he  does 
sell. 

Senator  Moore.  When  you  leased  him  the  station,  you  did  not  im- 
pose any  requirement  on  him  to  sell  your  oils  ? 

Mr.  WiLLiETTs.  No ;  we  did  not.  We  try  as  salesmen  to  sell  him  our 
oil,  but  he  can  buy  oil  from  anybody,  and  he  sells  oil  that  he  buys 
from  other  companies.  The  same  thing  with  tires,  batteries,  and 
accessories.  We  are  not  particularly  interested  in  the  company  sell- 
ing tires,  batteries,  and  accessories.  That  is  not  our  business.  The 
thing  that  we  have  done  with  tires,  batteries,  and  accessories  is  only 
one  thing :  We  try  to  complete  a  line  for  the  dealer  to  keep  him  going. 
We  think  it  is  of  some  value  to  him.  We  are  not  trying  to  do  any 
tire  business,  or  battery  business,  or  accessory  business  in  this  industry. 
We  do  not  think  of  it  that  way.  We  think  of  it  as  completing  a  line 
for  the  dealers  who  sell  our  products,  and  I  have  heard  it  said  by  other 
dealers  who  do  not  sell  our  products  that  that  same  thing  happens 
from  the  standpoint  of  their  companies. 

I  would  like  an  opportunity,  when  this  hearing  reopens,  to  secure 
the  information  on  Milwaukee,  to  see  if  there  is  anything  further  that 
might  be  helpful  here.  We  haven't  got  it  right  at  the  minute,  be- 
cause this  thing  does  come  with  somewhat  of  a  surprise. 

Senator  Moore.  These  hearings  will  open  again,  I  understand,  on 
Wednesday  of  this  next  week.  I  do  not  know  whether  you  might  be 
heard  at  that  time  or  not. 

Mr.  WiLLETTS.  We  would  like  the  opportunity,  sir. 

Mr.  Majewski.  May  I  ask  a  rather  direct  question  of  you,  Senator  ? 

Senator  Moore.  Yes.        ^ 
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Mr.  Majewski.  Can  your  committee  do  anything  about  that  ? 

Senator  Moore.  We  are  not  a  legislative  committee. 

Mr.  Majewski.  If  you  were  in  the  position  to  do  this,  we  would 
like  to  submit  a  lot  of  data  to  you,  but  it  would  be  a  waste  of  tame 
if  you  cannot  do  anything  about  it. 

Senator  Moore.  No  ;  we  are  not  a  legislative  committee ;  we  are  only 
taking  testimony  here  and  listening  to  the  members  of  the  industry, 
to  determine  what  policy  Congress  ought  to  take  towards  the  oil  in- 
dustry.    It  is  not  a  legislative  matter  at  all. 

Mr.  WiLLETTs.  There  has  been  a  very  interesting  development.  Sena- 
tor Moore,  in  connection  with  the  rents  during  the  war.  We  found 
in  the  war  that  a  great  many  dealers  that  were  paying  the  rent  before 
the  war  started  could  not  live  very  well.  The  gallonage  dropped,  and 
there  was  a  general  feeling  among  dealers  for  a  considerable  time  in 
the  war  that  there  was  going  to  be  little  business.  We  adjusted  many, 
many  rents  downward,  in  line  with  our  established  policy  to  try  and 
keep  the  rents  in  line  with  what  the  dealers  could  afford  to  pay, 
thinking  of  these  stations  as  individual  units,  and  we  did  adjust  many 
of  them  down.  That  was  not  for  the  purpose  of  price  or  anything 
else,  that  was  merely  an  attempt  on  our  part  to  keep  the  dealer  in 
business,  giving  him  a  chance  to  live. 

Senator  Moore.  All  right,  thank  you  very  much. 

The  committee  will  be  in  recess  until  Wednesday,  at  10 :  30  a.  m. 

(Whereupon,  at  12: 15  p.  m.,  an  adjournment  was  taken  until  10 :  30 
a.  m.,  Wednesday,  March  27,  1946.) 
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WEDNESDAY,   MARCH  27,    1946 

United  States  Senate, 
Special  Committee  Investigating  Petroleum  Resources, 

Washington^  D.  C. 

The  special  committee  met,  pursuant  to  adjournment,  at  10 :  30  a.  m., 
in  room  424,  Senate  Office  Building,  Senator  Joseph  C.  O'Mahoney 
(chairman),  presiding. 

Present:  Senators  O'Mahoney  (chairman),  Moore,  and  Robertson. 

Also  present:  Henry  S.  Eraser,  chief  counsel  of  the  special 
committee. 

Appearances:  (The  same  as  heretofore  noted  with  the  following 
addition:)  William  R.  Boyd,  Jr.,  president,  American  Petroleum 
Institute. 

The  Chairman.  The  committee  is  now  in  session. 

The  representatives  of  the  various  agencies  and  industry  groups  are 
properly  disposed  around  the  table,  apparently  ready  to  participate  in 
the  questioning  of  the  witness.  Mr.  Jacobsen,  we  are  ready  to  have 
you  proceed. 

STATEMENT  OE  ALFRED  JACOBSEN,  PEESIDENT,  AMERADA  PETRO- 
LEUM  CORP.,  NEW  YORK,  N.  Y.,  AND  CHAIRMAN,  PIWC'S 
NATIONAL  OIL  POLICY  COMMITTEE 

Mr.  Jacobsen.  My  name  is  Alfred  Jacobsen.  I  am  president  of  the 
Amerada  Petroleum  Corporation,  an  independent  company  engaged 
solely  in  the  production  of  crude  oil  and  natural  gas.  It  has  no  pipe 
lines,  refineries,  or  marketing  organization.  It  operates  in  most  of  the 
Midcontinent,  Gulf  coast  and  Rocky  Mountain  States,  and  in  Califor- 
nia. I  have  been  engaged  in  the  oil  business  for  30  years.  I  was  a 
inember  of  the  Petroleum  Industry  War  Council  throughout  its 
existence  and  was  a  member  of  several  of  its  committees,  including  the 
committee  on  petroleum  economics.  I  was  chairman  of  the  national 
oil  policy  committee  of  the  Petroleum  Industry  War  Council,  and  was 
named  by  the  State  Department  as  an  oil  industry  adviser  during  the 
negotiations  with  the  British  mission  to  this  country  regarding  the 
Anglo-American  Oil  Agreement  2  years  ago.  I  was  one  of  the  indus- 
try representatives  who  accompanied  the  Secretary  of  the  Interior  to 
London  last  fall  when  the  Anglo-American  Oil  Agreement,  now  pend- 
ing before  the  Senate  Foreign  Relations  Committee,  was  concluded. 

I  should,  perhaps,  add  that  the  reason  I  was  picked  upon  to  do  the 
summing  up  of  this  testimony  is  that  I  was  chairman  of  the  coordinat- 
ing committee  that  was  in  charge  of  the  preparation  of  the  industry 
testimony  which  has  been  presented  to  your  committee. 
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The  Chairman.  We  understand  that,  Mr.  Jacobsen. 

Mr.  Jacobsen.  I  have  been  asked  by  a  group  of  oil  industry  repre- 
sentatives who  have  appeared  before  you  to  sum  up  the  testimony  that 
has  been  presented.  Before  proceeding  to  do  so,  I  should  like  to  say 
a  few  words  regarding  our  national  petroleum  policy,  recommenda- 
tions with  respect  to  which  is,  as  I  understand  it,  one  of  the  tasks  of 
this  committee.  I  should  like  to  make  the  point  that  while  no  com- 
jDrehensive  national  petroleum  policy  has  ever  been  formulated  and 
stated  as  such  by  the  United  States  Government,  this  does  not  mean 
that  we  have  been  without  a  policy.  A  national  petroleum  policy  has 
been  created  by  a  process  of  evolution  during  the  eighty-odd  years  of 
the  existence  of  the  American  petroleum  industry.  This  policy  has 
made  the  American  petroleum  industry  pre-eminent  in  the  world,  and 
it  has  created  an  industry  with  units  ranging  in  size  from  a  producer 
with  an  output  of  a  couple  of  barrels  of  oil  per  day,  or  the  owner  of  a 
comitr}"  store  who  operates  a  single  gasoline  pump  as  a  sideline,  to 
some  of  the  largest  corporations  in  the  world.  In  rough,  general  out- 
line the  unformulated  but  effective  national  petroleum  policy  can  be 
stated  to  embrace  the  following  principles : 

(1)  The  industry  has  been  based  throughout  on  private,  competitive 
enterprise ; 

(2)  The  industry  has  operated  on  the  principle  of  abundance,  as 
evidenced  by  the  facts  that  the  consumption  of  oil  products  per  capita 
far  exceeds  that  of  any  other  country  in  the  world,  and  that  the  price 
of  oil  products  is  lower  than  anywhere  else,  and  I  might  add  that  the 
quality  is  better ; 

(3)  The  industry's  policy  of  providing  an  abundance  of  oil  products 
at  low  prices  has  been  implemented,  and  in  fact  made  possible,  over 
the  past  quarter  century  by  the  Federal  Government  through  appro- 
priate tax  provisions  relating  to  depletion  and  deductibility  of  intangi- 
ble drilling  costs.  These  provisions  take  cognizance  of  the  peculiar 
conditions  and  the  financial  risks  inherent  in  the  producing  branch 
of  the  oil  industry,  and  were  designed  to  encourage  the  exploration  for 
and  the  development  of  new  oil  deposits.  Most  of  the  oil-producing 
States  have  in  similar  manner  recognized  the  special  conditions  inher- 
ent in  the  oil  industry ; 

(4)  The  industry  has  vigorously  promoted  technological  advances 
in  all  its  branches  resulting  in  constantly  increasing  efficiency,  conser- 
vation of  valuable  natural  resources,  and  the  manufacturing  of  prod- 
ucts of  steadily  higher  quality ; 

(5)  The  conservation  or  efficient  utilization  of  our  petroleum  re- 
sources, which  include  natural  gas,  with  consequent  avoidance  of 
waste,  has  been  under  the  jurisdiction  of  State  laws  administered  by 
State  conservation  agencies,  with  the  sympathetic  support  of  the  Fed- 
eral Government ; 

(6)  The  American  petroleum  industry  has  become  world-wide  in 
scope  in  all  branches  of  the  business — producing,  transportation,  refin- 
ing, and  marketing — with  important  benefits  to  the  American  economy 
as  well  as  to  the  countries  in  which  operations  are  carried  out. 

I  am  sure  I  speak  for  the  American  petroleum  industry  in  expressing 
the  hope  that  the  recommendations  which  may  be  made  by  this  com- 
mittee with  respect  to  the  formulation  of  a  national  petroleum  policy 
will  be  compatible  with  and  in  furtherance  of  the  general  policies 
already  established  in  practice,  as  outlined  above. 
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With  regard  to  the  summing  up  of  the  testimony  presented  before 
this  committee,  I  shall,  with  your  permission,  do  so  in  general  terms 
and  without  repetition  of  any  portion  of  the  great  amount  of  statistical 
and  other  factual  information  which  has  been  introduced  into  the  rec- 
ord. Assuming  that  it  meets  with  your  approval,  I  shall  take  up  the 
testimony  in  the  same  sequence  in  which  the  various  subjects  were 
dealt  with  before  the  committee. 

CARTELS  IN  RELATION  TO  PETROLEUM  IN  WORLD  TRADE 

The  term  "cartel"  is  used  very  loosely  and  without  any  clear  defini- 
tion, but  for  the  purpose  of  this  discussion  we  may  perhaps  take  it  to 
mean  any  artificial  or  strong-arm  interference  with  free  competition, 
whether  enforced  or  sponsored  by  government  or  private  interests. 
Evidence  was  presented  before  this  committee  to  show  that  such  re- 
strictive measures  are  exceedingly  common  and  are  enforced  in  a  gi'eat 
many  foreign  countries.  They  take  a  great  many  different  forms. 
The  reasons  which  these  countries  give  for  enforcing  or  encouraging 
these  restrictive  measures  are  many,  among  them  the  desire  to  conserve 
foreign  exchange,  the  promotion  of  national  defense,  the  increase  of 
employment,  the  augmentation  of  internal  revenue,  the  protection  of 
domestic  enterprises,  or  just  the  general  totalitarian  idea  that  the 
government  should  control  all  important  business. 

The  Chairman.  May  I  interrupt  you,  Mr.  Jacobsen  ? 

Mr.  Jacobsen.  Yes,  sir. 

The  Chairman.  Your  definition  of  "cartel"  seems  to  include,  first, 
the  cartel  as  we  have  generally  known  it,  namely,  a  combination  of  a 
group  of  operators,  with  or  without  government  participation. 

Mr.  Jacobsen.  Yes,  sir. 

The  Chairman.  But  do  you  also  include  any  sort  of  artificial  inter- 
ference with  the  industry,  whether  conducted  by  a  group  or  not  ? 

Mr.  Jacobsen.  Quite  right. 

The  Chairman.  For  example,  if  a  single  force,  the  government, 
for  example,  should  imdertake  to  dominate  any  industry,  that  would 
not  be  a  cartel,  as  I  see  it.  If  a  single  individual  or  a  single  corpora- 
tion should  somehow  acquire  the  power  to  dominate,  by  directive  or 
otherwise,  that  would  not  be  a  cartel.  The  cartel,  as  was  developed, 
I  think,  in  the  testimony  before  this  committee,  is  the  organization 
of  a  group  of  operators,  with  or  without  government  participation, 
to  set  up  control  of  an  industry. 

Mr.  Jacobsen.  Government  control. 

The  Chairman.  Government  and  private  control. 

Mr.  Jacobsen.  Yes. 

The  Chairman.  Do  you  agree  with  that  ? 

Mr.  Jacobsen.  Well,  of  course,  it  is  all  a  question  of  definition  of 
"cartel."  In  a  good  many  foreign  countries,  as  the  evidence  presented 
before  you  shows,  the  government  has  made  the  refining  and/or 
marketing  of  oil  products  a  national  monopoly.  Then  in  some  places 
the  governments  themselves,  through  governmental  agencies,  do  the 
marketing  and  in  others  they  use  the  existing  organization  of  private 
companies,  some  of  them  domestic  and  some  of  them  foreign,  and  they 
tell  them  what  to  do.  Even  though  in  a  case  like  that  there  is  only 
one  dominating  power,  namely,  the  government,  I  would  still  classify 
that,  for  the  purpose  of  my  paper,  as  a  cartel. 
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The  Chairman.  Wliere  the  government  is  imposing  a  rule  upon 
the  industry  ? 

Mr.  jACOBSEisr.  Yes. 

The  Chairman.  I  do  not  think  that  that  really  is  what  is  under- 
stood, in  general  discussion,  as  a  cartel.  For  my  own  part,  I  would 
like  to  clarify  my  own  thinking  upon  that.  The  cartel,  as  it  has 
emerged,  was  an  organization  of  operators  by  which  these  operators, 
without  regard  to  government,  imposed  their  rule  upon  a  particular 
industry. 

To  state  it  in  another  way,  it  was  a  method  whereby  industry  or  com- 
merce was  dominated  and  privately  regimented,  without  authority 
of  any  government  or  any  people.  Then  sometimes,  in  self-defense, 
governments  have  come  in  to  participate.  In  other  situations,  as  in 
Germany,  where  the  cartel  has  developed  through  a  business  organi- 
zation itself,  the  government  came  in  and  took  over,  and  using  the 
same  techniques  that  had  been  developed  by  the  private  group,  im- 
posed governmental  regimentation.  Then  there  are  the  other  cases 
where  government,  for  the  purpose  of  encouraging  the  development 
of  a  particular  industry,  conserving  exchange,  or  doing  any  of  these 
things  you  have  mentioned,  has  undertaken  to  step  in  and  tell  indus- 
try what  it  may  or  may  not  do. 

Mr.  Jacobsen.  Then,  Mr.  Chairman,  you  do  not  consider  it  a  cartel, 
where  the  government  steps  in  and  tells  industry  what  to  do  ? 

The  Chairman.  No  ;  that  is  not  a  cartel. 

Mr.  Jacobsen.  Right. 

The  Chairman.  I  just  wanted  a  clear  definition. 

Mr.  Jacobsen.  Eight. 

The  Chairman.  That  is  government  interference. 

Mr.  Jacobsen.  Right. 

The  Chairman.  I  want  to  make  clear  the  distinction  between  pri- 
vate government  in  industry  through  private  agreements  and  public 
government  of  an  industry  by  public  action. 

Mr.  Jacobsen.  Right. 

The  Chairman.  Now  if  it  brings  control  without  the  authority  of 
the  people  who  are  controlled,  that  would  be  to  say  not  only  the  persons 
who  are  in  an  industry,  or  who  want  to  get  in  an  industry,  but  also 
the  consumers,  then  it  is  not,  as  I  see  it,  in  accordance  with  the  Amer- 
ican theory  of  free  economy  and  free  government. 

Mr.  Jacobsen.  That  is  right.  Sometimes  I  have  seen  the  expres- 
sion used  of  private  cartel  and  governmental  cartel.  That  might 
perhaps  cover  the  two  points. 

The  Chairman.  That  is  right. 

Mr.  Jacobsen.  What  you  do  not  consider  a  cartel,  Mr.  Chairman, 
is  what  is  frequently  referred  to  then  as  a  governmental  cartel.  In 
other  words,  where  the  government,  for  instance,  decides  for  any  one 
of  a  number  of  reasons  that  appear  good  to  them,  that  the  oil  industry 
should  be  controlled,  the  marketing  of  oil,  the  oil  prices  should  be 
controlled  by  government,  then  they  lay  down  quotas,  or  in  any  way 
they  want  to  do  it,  in  respect  to  the  importation  of  oil  or  sale  of  oil ; 
that  is  referred  to  as  a  governmental  cartel.  Whereas,  in  the  case 
where  companies  get  together  among  themselves,  or  with  the  govern- 
ment, that  becomes  a  private  cartel,  that  makes  a  cartel  with  the  gov- 
ernment and  private  companies  combined. 
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The  Chairman.  Let  me  give  you  an  example  of  what  I  have  in 
mind  outside  of  the  petroleum  industry.  When  the  Governments  of 
Holland  and  Britain  entered  into  an  agreement  for  the  production 
and  distribution  of  rubber,  that  was  a  governmental  cartel. 

Mr.  Jacobsen.  Right. 

Mr.  England.  Mr.  Chairman,  we  might  say  there  are  four  restric- 
tions that  these  private  cartels  usually  enforce :  They  fix  prices ;  they 
control  production;  they  frequently  control  technology;  and  they 
allocate  distribution,  even  as  between  different  companies,  certain 
companies  agreeing  not  to  sell  in  the  United  States  and  others  agree- 
ing not  to  sell  in  Norway,  for  example. 

The  Chairman.  They  are  usually  the  objectives  of  this  type  of 
organization. 

Mr.  England,  Yes,  one  or  all  of  them. 

Mr.  Jacobsen.  Well,  just  to  clear  up  the  thing,  Mr.  Chairman, 
I  might  perhaps  mention  a  case,  a  borderline  case  which  can  easily 
occur.  Assume  in  a  certain  country  two  companies  are  engaged  in 
any  business,  say  the  oil  business,  they  get  into  a  price  war,  they  keep 
cutting  prices,  keep  advertising  more  and  more,  and  they  lose  money 
in  it.  Then  after  they  get  tired  of  losing  money,  one  company  may 
have  two-thirds  of  the  business  and  the  other  one  has  one-third.  Then 
you  will  frequently  find  that  they  will  simply  stop  fighting.  There 
may  be  no  written  agreement,  there  may  be  no  cartel  agreement,  they 
just  tacitly  sit  down  and  accept  the  situation,  because  they  do  not  want 
to  go  on  losing  money  forever.  If  you  take  an  extreme  interpreta- 
tion, that  might  be  called  a  cartel.  If  you  are  more  liberal-minded 
about  it,  you  might  say,  well,  you  cannot  expect  them  to  go  on  losing 
money  forever. 

The  Chairman.  I  would  not  regard  that  as  a  cartel. 

Mr.  Jacobsen.  All  right.     [Resuming:] 

The  witnesses  who  appeared  before  this  committee  made  it  clear 
that  the  American  oil  industry  does  not  want  these  restrictive  measures 
or  cartels.  They  do  not  want  them  for  the  good  and  legitimately 
selfish  reason  that  they  can  do  better  without  them.  The  American 
oil  industry  has  amply  proved  its  ability  to  compete  in  the  world 
market  and  more  than  hold  its  own.  In  countries  which  enforce 
cartels,  however,  it  is  not  a  question  of  what  the  American  oil  industry 
would  like,  but  of  the  conditions  they  have  to  face.  The  solution 
which  the  American  companies  would  prefer  would  be  to  see  such 
countries  persuaded  by  our  State  Department  to  open  up  their  oil 
markets  to  free  competition.  If  this  solution  is  not  feasible,  the  com- 
panies will  in  many  countries  have  only  two  courses  open  to  them, 
(a)  conform  to  the  particular  type  of  restrictiA^e  regulation  or  cartel 
in  force  in  a  given  country,  or  (5)  retire  from  business  in  such  country. 
In  the  last  analysis  it  will  be  for  the  American  Congress  to  say  what 
our  national  policy  should  be  in  this  respect.  I  should  like,  however, 
to  point  out  in  the  first  place  that  a  decision  in  this  regard  will  affect 
not  only  the  oil  industry,  but  most  other  American  industries  engaged 
in  foreign  trade,  and  in  the  second  place,  that  if  the  decision  be  that 
American  companies  must  not  engage  in  business  in  such  countries, 
we  shall  actually  play  into  the  hands  of  our  foreign  competitors  and 
shall,  to  some  extent  at  least,  be  placing  a  premium  on  the  establish- 
ment of  cartels  abroad.    We  shall  be  providing  our  foreign  competi- 
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tors  with  an  unfailing  method  of  ridding  themselves  of  troublesome 
American  competition.  If  it  becomes  known  that  the  imposition  of 
any  regulations  which  can  be  considered  as  cartels  will  mean  the  im- 
mediate and  automatic  elimination  of  American  competition,  we  must 
expect  our  foreign  competitors  to  use  their  best  endeavors  to  convince 
the  powers  that  be  in  the  foreign  country  of  the  advantages  of  estab- 
lishing a  cartel. 

Such  abandonment  of  our  long-established  foreign  trade  would  not 
only  have  a  bad  effect  on  our  domestic  economy,  but  would  adversely 
affect  our  national  security.  The  war  just  ended  has  proved  the  great 
value  to  our  armed  forces  of  oil  installations  constructed  by  the  Ameri- 
can petroleum  industry  in  many  parts  of  the  world  and  of  an  organi- 
zation of  American  citizens  thoroughly  acquainted  with  foreign 
conditions. 

Keeping  in  mind,  as  I  said  above,  that  a  decision  on  the  question 
of  abandoning  American  operations  abroad  will  not  only  affect  the  oil 
industry,  but  practically  all  other  American  industries  engaged  in 
foreign  trade,  it  is  evident  that  the  decision  will  have  a  direct  bearing 
on  the  important  question  of  American  employment  and  trade. 

The  Chairman.  May  I  interrupt  to  ask  whether,  in  your  opinion, 
the  Government  of  the  United  States  ought  to  have  notice  of  any 
action  by  an  American  corporation  abroad  by  which  that  American 
corporation  enters  into  any  sort  of  an  agreement  with  a  foreign  gov- 
ernment? 

Mr.  Jacobsen.  Yes,  I  can  see  no  objection  to  that,  if  the  wording 
be  wide  enough.  In  other  words,  if  it  be  not  necessary  for  them  to 
give  notice  on  every  little  utterly  insignificant  arrangement  that  they 
have.  If  a  means  can  be  found  of  confining  this  class  of  arrangement 
to  those  that  are  important  enough  really  to  warrant  attention  by  the 
American  Government,  I  would  say  that  that  would  be  entirely  proper. 

The  Chairman.  The  distinction  that  develops  in  my  mind  is  this: 
Any  corporation  should  be  permitted,  in  my  judgment,  if  it  is  prop- 
erly organized,  to  have  the  same  liberty  of  contract  that  an  individual 
citizen  of  the  country  should  have. 

Mr.  Jacobsen.  Right. 

The  Chairman.  Wherever  it  operates. 

Mr.  Jacobsen.  Right. 

The  ChxVirman.  But  when  the  corporation  becomes  so  great,  by 
reason  of  its  assets  and  its  economic  power,  that  it  can  sit  down  as  an 
equal,  or  almost  an  equal,  with  a  government  and  enter  into  negotia- 
tions for  the  establishment  of  commercial  policies,  then  the  Govern- 
ment of  the  United  States  should  be  fully  advised  of  that. 

Mr.  Jacobsen.  I  would  personally  agree  with  that  as  entirely  fair 
and  proper,  with  the  proviso  that  I  have  mentioned,  that  it  be  limited 
to  matters  that  are  of  sufficient  importance. 

The  Chairman.  Well,  of  course,  we  would  not  want  to  have  the 
corporation  notify  the  Government 

Mr.  Jacobsen.  Every  time  they  open  another  filling  station. 

The  Chairman.  Yes,  or  buy  an  office  building,  or  something  of 
that  kind. 

Mr.  Jacobsen.  That  is  right. 

The  Chairman.  The  normal  functioning  of  commerce,  which  the 
individual  would  have  the  right  to  engage  in  without  notifying  the 
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Government,  and  I  see  no  reason  why  corporations  should  not  have 
the  same  right. 

Mr.  Jacobsen.  There  are  representatives  here  of  some  of  the  large 
companies  that  do  operate  abroad,  and  I  wonder  if  it  would  be  all 
right  to  ask  if  any  of  those  gentlemen  would  like  to  express  a  different 
opinion  ? 

Colonel  Wright.  Mr.  Chairman,  could  I  ask  you  if  the  first  part  of 
the  statement  you  made  also  applies  to  the  Army  and  Navy,  which  are 
governmental  agencies  ? 

The  Chairman.  I  think  the  Army  and  Navy  would  act  in  accord- 
ance with  Government  policy,  and  Government  policy  would  be  form- 
ulated, in  the  last  analysis,  by  Congress. 

Colonel  Wright.  Yes,  sir. 

The  Chairman.  But  I  would  not  think  that  either  the  Army  or 
the  Navy  would  want  to  act  as  an  independent  agency. 

Colonel  Wright.  No,  sir ;  1  did  not  mean  that.  But  you  said,  Mr. 
Chairman,  you  felt  that  the  company  should  be  allowed  to  purchase 
in  the  open  market  on  a  free  and  competitive  basis.  Abroad  we  cannot 
do  that.  For  instance,  in  France  right  now  we  have  to  buy  what  the 
French  tell  us  to  buy. 

The  Chairman.  I  did  not  say  anything  about  purchasing. 

Colonel  Wright.  I  thought  that  is  what  you  meant. 

The  Chairman.  No  ;  I  meant  engaging  in  the  business.  You  are  a 
consumer.    We  are  dealing  with  a  business  operation. 

Colonel  Wright.  I  misunderstood  you. 

Mr.  Jacobsen.  Well,  Mr.  Chairman,  as  nobody  has  said  anything, 
I  suppose  we  can  assume  they  agree  with  the  views  expressed. 

The  Chairman.  The  opportunity  for  expression  was  not  alto- 
gether clear.  Let  us  wait  for  a  minute.  Does  somebody  care  to  vol- 
unteer anything?  [No  response.]  You  know  the  old  saying,  "Speak 
now  or  forever  hold  your  peace."  Well,  of  course,  that  does  not 
exactly  apply,  because  in  this  committee  the  door  is  always  open. 

Mr.  Jacobsen.  Yes,  sir. 

Mr.  Fraser.  And  there  is  no  duty  on  the  part  of  anybody  to  speak. 

The  CnAHiMAN.  No ;  of  course  there  is  no  duty  on  the  part  of  any- 
body to  speak. 

Mr.  Jacobsen.  But  he  is  foolish  if  he  does  not.     [Eesuming :] 

If  the  decision  be  that,  much  as  we  dislike  all  measures  restrictive  of 
free  competition,  and  anxious  as  we  are  to  see  them  abolished  wherever 
we  can  bring  our  influence  to  bear  to  that  end,  it  is  contrary  to  our 
national  interests  to  abandon  all  of  our  foreign  operations  in  countries 
where  such  operations  are  subject  to  cartel  arrangements,  then  I  trust 
you  gentlemen  will  agree  that  American  companies  should  be  clearly 
allowed  to  operate  abroad  under  such  conditions  without  any  fear  of 
prosecution  under  our  antitrust  laws.  Considerable  discussion  on 
that  subject  took  place  before  this  committee,  during  which  it  was 
brought  out  that  to  date  no  prosecution  of  any  American  company  has 
taken  place  based  on  operations  abroad  under  conditions  such  as  those 
here  mentioned.  At  the  same  time,  however,  widely  different  views 
were  expressed  by  responsible  Government  representatives  with  re- 
gard to  the  liabilities  assumed  under  our  antitrust  laws  by  companies 
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operating  abroad,  and  I  trust  this  committee  will  agree  that  American 
companies  in  their  foreign  operations  are  entitled  to  definite  assurance 
that  they  will  be  free  from  any  threat  of  prosecution  under  our  anti- 
trust laws  in  operating  abroad  in  accordance  with  the  laws  and  estab- 
lished customs  of  the  countries  in  which  they  operate. 

SOUECES   OF  PETROIiEUM   IN   THE   UNITED   STx\TES 

The  second  subject  on  which  you  heard  witnesses  related  to  sources 
of  petroleum  in  the  United  States.  With  regard  to  the  ability  of  this 
country  to  supply  our  future  needs  of  oil  products,  you  heard  different 
views  expressed.  One  was  to  the  effect  that  we  have  always  found  all 
the  oil  we  needed  in  the  past,  and  that  we  shall  therefore  also  be  able 
to  do  so  in  future  provided  a  remunerative  price  is  established  for 
crude  oil.  Another  opinion  voiced  before  the  committee  was  to  the 
effect  that  our  having  found  plenty  of  oil  in  the  past  affords  no  guar- 
antee for  the  future;  that  the  oil  already  found  and  used  up  is  no 
longer  there  to  be  discovered ;  that  the  discovery  of  new  fields  the  last 
several  years  has  fallen  drastically  short  of  our  consumption  in  spite 
of  an  energetic  exploration  program,  and  that  this  trend  promises  to 
continue.  In  support  of  the  former  theory  your  attention  was  called 
to  the  fact  that  in  spite  of  unprecedentedly  heavy  production  our  total 
estimated  proven  reserves  (more  than  20  billion  barrels)  have  actually 
shown  an  increase  from  year  to  year,  but  in  support  of  the  second 
theory,  it  was  pointed  out  to  you  that  the  increases  in  our  proven  re- 
serves were  accounted  for  by  extensions  and  revisions  of  estimates  of 
reserves  of  old  fields,  rather  than  by  the  discovery  of  new  fields.  Evi- 
dence was  also  placed  on  the  record  showing  that  on  numerous  occa- 
sions since  1908  many  competent  authorities  had  predicted  a  rapidly 
approaching  oil  famine,  all  of  which  predictions  had  been  proven  false 
by  new  and  prolific  discoveries. 

I  do  not  think  that  the  fact  that  we  have  always  found  plenty  of  oil 
is  of  itself  any  guarantee  that  we  will  always  do  so  in  future,  nor 
does  the  fact  that  many  previous  pessimistic  forecasts  have  been 
proven  false  necessarily  mean  that  all  future  pessimistic  estimates 
will  meet  the  same  fate.  On  the  other  hand,  the  fact  that  the  esti- 
mated ultimate  yield  of  the  new  fields  discovered  the  last  few  years 
has  fallen  short  of  our  consumption  during  those  years,  does  not  mean 
that  we  are  facing  an  oil  shortage  in  the  immediate  or  in  the  foreseeable 
future.  In  the  first  place,  the  discrepancy  between  new  discoveries  and 
current  consumption  will  not  be  nearly  so  great  as  appears  on  the  sur- 
face for  the  reason  that — as  always  happens — some  of  the  newly  dis- 
covered fields  will  prove  ultimately  to  be  much  larger  than  originally 
estimated,  and  will  in  future  contribute  their  share  of  the  increase  in 
reserves  due  to  extensions  and  upward  revisions  of  estimates  of  old 
fields.  Furthermore,  geological  evidence  was  presented  to  you  showing 
that  there  are  still  in  this  country  enormous  areas  underlain  by  rocks 
capable — under  favorable  geological  conditions — of  producing  oil, 
which  have  not  yet  been  fully  explored  by  the  drill.  It  is  true,  of 
course,  that  the  areas  which  were  generally  considered  the  most  favor- 
able have  been  explored  first,  but  that  does  not  in  any  way  preclude 
the  possibility  that  very  large  accumulations  of  oil  may  be  found  in 
areas  of  the  country  which  so  far  have  been  barely  scratched.  Like- 
wise, in  many  places  even  within  the  areas  which  have  been  subject  to 
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quite  heavy  exploration,  there  are  still  possibilities  of  finding  very 
large  quantities  of  oil  of  the  type  known  as  stratigraphic  accumula- 
tions. 

Another  source  of  additional  oil  supplies  is  represented  by  techno- 
logical advances  in  many  forms,  such  as  greater  drilling  depth,  im- 
proved methods  of  recoverj^,  pressure  maintenance,  recycling,  second- 
ary recovery,  improved  electrical  logging  of  bore  holes  for  detection 
of  oil  strata,  and  so  forth.  Obviously  any  additional  oil  which  im- 
proved technology  enables  us  to  bring  to  the  surface  is  for  all  prac- 
tical purposes  just  as  much  an  addition  to  available  reserves  as  new 
discoveries.  It  is  true  that  the  increasing  difficulty  of  finding  oil, 
the  deeper  drilling  as  well  as  most  of  the  other  technological  advances, 
mean  mcreased  cost,  but  it  is  also  a  fact  that  crude  oil  prices  have 
been  frozen  at  an  unduly  and  disproportionately  low  level,  and  that  a 
relatively  small  increase  would  go  far  toward  offsetting  these  in- 
creased costs  as  well  as  stimulating  both  exploration  and  recovery. 

In  testimony  placed  before  you  the  justification  for  a  price  increase 
was  based  not  only  on  the  general  increase  in  the  cost  of  labor  and 
material,  and  on  the  much  higher  cost  of  deeper  drilling,  but  also 
on  the  steadily  increasing  replacement  cost  of  oil,  the  point  beitig  that 
we  are  selling  at  the  present  low  price  the  oil  resources  which  were 
found  in  past  years  when  the  cost  of  finding  and  producing  was  lower, 
and  that  the  oil  now  being  sold  cannot  be  replaced  at  a  cost  which  will 
permit  continued  operation  on  the  present  basis.  Until  the  granting 
of  the  entirely  inadequate  increase  of  10  cents  per  barrel  a  few  days 
ago,  OPA  has  consistently  refused  to  allow  any  general  increase  in 
the  price  of  crude  oil,  and  has  refused  altogether  to  consider  the  ele- 
ment of  higher  replacement  cost,  although  I  am  informed  they  have 
given  weight  to  replacement  costs  in  some  other  industries.  How- 
ever, regardless  of  OPA's  attitude,  the  fact  is  indisputable  that  the 
cost  of  replacement  has  been  and  steadily  is  rising  substantially  for 
the  industry  as  a  whole,  and  this  rise  in  cost  will  require  recognition 
in  price  if  we  are  to  find  and  produce  the  oil  we  shall  need  in  future, 
and  if  we  are  to  have  a  healthy  and  vigorous  oil  industiy. 

Mr.  Fraser.  Mr.  Jacobsen,  when  you  say  the  OPA,  according  to 
your  information,  has  given  weight  to  replacement  costs  in  some  other 
industries,  do  you  mean  extractive  industries? 

Mr.  Jacobsen,  I  do  not  think  they  were  extractive  industries.  If 
you  ask  me  what  industries  they  were,  I  could  not  say,  but  I  can  get 
the  information.  I  do  not,  however,  believe  that  they  were  extractive 
industries.     [Kesuming :] 

Evidence  was  placed  before  you  regarding  the  very  large  reserves 
of  natural  gas  existing  in  this  country,  both  in  so-called  dry  gas  fields 
which  produce  only  gas,  and  in  the  form  of  gas  produced  with  oil. 
In  considering  our  oil  resources  gas  must  be  taken  into  account,  not 
only  because  it  serves  the  same  purpose  as  fuel,  but  also  because  it  is 
now  a  practical  possibility  to  convert  natural  gas  into  gasoline,  so  that 
gas  reserves  can  actually — to  some  extent  at  least — be  considered  as 
the  equivalent  of  direct  addition  to  our  oil  reserves.  Likewise,  large 
quantities  of  potential  oil  reserves  are  represented  by  oil  shales,  and 
virtually  unlimited  oil  resources  are  available  in  our  enormous  supply 
of  coal  which  can  now  be  converted  into  oil  at  an  estimated  cost  which 
makes  this  technological  advancement  definitely  a  commercial  prop- 
osition.   Dr.  Eobert  E.  Wilson,  who  appeared  before  you  in  the  hear- 
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ings  on  the  subject  of  "Petroleum  Requirements — Postwar,"  gave 
interesting  information  in  regard  to  these  sources  of  potential  oil 
supply,  and  with  your  permission  I  shall  refer  to  this  matter  again 
later. 

To  sum  up,  I  think  it  can  be  fairly  said  that  in  spite  of  the  declining 
rate  of  new  discoveries  in  evidence  during  the  last  few  years,  we  need 
have  no  fear  of  an  oil  famine  or  even  an  oil  shortage  in  the  foreseeable 
future  provided  the  domestic  producer  receives  a  proper  price  for  his 
oil.  Even  if  the  declining  rate  of  discovery  should  continue,  a  very 
substantial  volume  of  new  oil  will  be  discovered  each  year,  and  in  the 
meantime  continuing  advances  in  the  technology  of  finding,  produc- 
ing, and  rej&ning  oil  will  enable  us  to  utilize  to  greater  advantage  the 
supplies  we  do  have.  In  the  meantime,  further  substantial  advances 
in  the  art  of  converting  natural  gas  and  coal  into  oil  can  be  definitely 
expected,  and  in  addition  to  these  resources  within  our  own  country, 
we  have  at  our  disposal  enormous  quantities  of  oil  under  American 
control  in  various  parts  of  the  world,  which  can  be  imported  into  this 
country  as  and  when  it  may  be  needed  to  supplement  our  domestic 
supply. 

A  considerable  volume  of  testimony  was  presented  to  you  on  the 
subject  of  oil  exploration  and  production  on  land  owned  by  various 
agencies  of  the  Federal  Government,  principally  the  Departments  of 
the  Interior  and  Agriculture.  It  was  pointed  out  to  you  that  Federal 
land  holdings  have  vastly  increased  during  recent  years,  principally 
through  acquisitions  by  the  Department  of  Agriculture,  and  that  laws 
and  regulations  now  in  force  are  such  as  to  hinder  instead  of  promote 
the  development  of  the  potential  oil  resources  underlying  these  lands. 
Specific  instances  were  given  of  some  of  the  many  ways  in  which  such 
development  is  now  being  hindered  or  actually  made  impossible. 
Recommendations  were  made  to  you  that  all  acquired  lands  should  be 
sold  when  no  longer  needed  for  the  purposes  for  which  they  were 
acquired,  and  while  retained  by  the  United  States  should  be  open  to 
leasing  where  the  surface  use  is  not  inconsistent  with  mineral  develop- 
ment. It  was  also  recommended  that  requirements  such  as  the  one 
by  which  the  Department  of  Agriculture  when  reselling  acquired  land 
for  farms  must  reserve  three-fourths  of  all  minerals,  be  abolished. 
It  was  recommended  that  the  leasing  of  all  federally  owned  land  be 
concentrated  in  the  Department  of  the  Interior,  and  that  the  leasing 
law  and  regulations  be  liberalized  to  promote  development.  The 
lease  form  as  well  as  the  regulations  now  in  force  are  very  undesirable, 
and  it  was  recommended  that  the  royalty  rate  be  changed  for  one 
which  will  not  restrict  but  will  foster  extensive  exploration. 

One  of  the  serious  objections  to  the  present  lease  form  and  regula- 
tions is  that  the  oil  operator  is  entirely  in  the  hands  of  the  Department 
of  the  Interior  in  regard  to  leases  on  the  public  domain.  The  lease 
form  is  shot  through  with  phrases  such  as  "as  the  Secretary  may 
direct,"  and  the  lessee  must  agree  blindly  in  advance  to  abide  by  all 
rulings  "now  or  hereafter  in  force."  In  other  words,  the  operator 
does  not  know  what  commitments  he  takes  upon  himself.  Even  the 
rate  of  royalty  can  be  arbitrarily  increased  by  the  simple  device  of 
the  Secretary  of  the  Interior  assigning  a  higher  value  to  the  oil  or 
gas  produced  than  the  one  which  the  operator  is  able  to  secure.  The 
fact  that  on  the  whole,  and  in  the  great  majority  of  cases,  the  Depart- 
ment of  the  Interior  has  not  made  use  of  the  many  arbitrary  powers 
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given  it  under  the  present  lease  form,  does  not  change  the  fact  that 
such  arbitrary  powers  are  there  to  be  used  any  time  the  Secretary 
may  see  fit  to  do  so. 

In  contrast  to  the  restrictive  policy  followed  by  the  Federal  Gov- 
ernment in  the  development  of  the  public  domain,  testimony  was 
placed  before  this  committee  regarding  the  policy  followed  by  the 
State  of  New  Mexico.  New  Mexico  has  extensive  land  holdings  and 
through  a  wise  and  practical  leasing  law,  lease  form,  and  regulations, 
has  secured  the  development  of  these  State-owned  lands  at  a  relative 
rate  many  times  as  high  as  that  of  the  Federal  Government. 

A  bill  now  pending  in  the  Senate,  introduced  by  the  chairman  of 
this  committee  and  Senator  Hatch,  will,  if  adopted,  bring  about  sub- 
stantial improvements  with  regard  to  the  leasing  and  development 
of  the  public  domain,  but  the  bill  does  not  go  as  far  as  we  should  like 
to  see. 

The  testimony  presented  before  this  committee  by  Mr.  A.  C.  Mattei 
contained  specific  suggestions  and  recommendations  with  regard  to 
a  new  leasing  law. 

Mr.  Fraser.  I  might  say  the  volume  of  those  hearings  to  which  you 
just  referred,  in  regard  to  sources-  of  petroleum  in  the  United  States, 
is  actually  out  now,  and  our  office  is  mailing  copies  to  the  various  wit- 
nesses and  persons  on  the  mailing  list.  Copies  are  also  procurable 
from  the  Government  Printing  Office,  as  Senator  O'Manoney  an- 
nounced the  other  day. 

AMERICAN  PETROLEUM  INTERESTS  IN  FOREIGN  COUNTRIES 

Mr.  Jacobsen  (resuming).  Testimony  was  presented  before  this 
committee  showing  that  the  American  oil  industry  has  been  very 
aggressive  and  on  the  whole  very  successful  in  its  operations  abroad. 
I  say  "on  the  whole"  for  the  reason  that  information  was  also  given 
to  show  that  many  individual  enterprises  had  been  very  costly  experi- 
ments. You  were  shown  that  American  companies  abroad  operate  in 
all  branches  of  the  industry — producing,  transportation,  refining, 
and  marketing — and  also  that  American  companies  produce  and  re- 
fine oil  in  one  foreign  country  for  importation  and  sale  in  another. 
Particulars  were  given  to  you  regarding  the  very  substantial  oil  re- 
sources developed  by  the  American  petroleum  industry  abroad,  par- 
ticularly in  northern  South  America  and  in  the  Middle  and  the 
Far  East. 

These  developments  have  been  exclusively  by  private  American 
enterprise  in  competition  with  the  nationals  oi  many  foreign  countries. 
The  advantages  to  the  United  States  in  peace  and  in  war  have  been 
many.  Many  American  citizens  have  found  remunerative  employ- 
ment abroad,  American  labor  has  been  employed  in  the  manufacture 
of  the  vast  (quantities  of  material  and  equipment  required  in  the  for- 
eign operations,  American  investors  have  benefited  and,  last  but  not 
least,  the  Bureau  of  Internal  Revenue  has  had  its  usual  cut.  In- 
formation was  given  you  regarding  the  great  value  to  the  Allies  dur- 
ing the  last  war  of  having  at  their  disposal  in  many  parts  of  the  world 
installations  previously  put  up  by  American  oil  companies  and  of 
having  available  Americans  with  thorough  local  knowledge  of  con- 
ditions, language,  and  so  forth,  who  could  be  promptly  incorporated 
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into  the  Army  or  Xavy  or  •who  could  serve  these  forces  in  a  civilian 
capacity. 

The  advantages  of  these  foreign  operations  of  American  companies 
were  not.  however,  one-sided.  Information  was  placed  before  you 
regarding  the  great  benefits  derived  by  the  foreign  countries  from  these 
operations  in  the  fields  of  public  revenue,  technolog^^  raising  of  the 
standard  of  living,  increased  employment,  and  so  forth.  This  has  been 
particularly  true  in  the  field  of  exploration  and  oil  production.  The 
areas  of  foreign  comitries  in  which  these  operations  have  been  con- 
ducted have  to  a  large  extent  been  practically  undeveloped,  and  the  oil 
companies  have  at  their  own  cost  constructed  highways,  telephone  and 
telegraph  lines,  public  service  utilities,  port  works,  water  systems, 
wharves,  and  so  forth,  and  have  built  entire  communities  with  schools, 
hospitals,  recreational  facilities,  and  so  forth.  They  do  not  claim  any 
particular  credit  for  doing  these  things  and  they  do  not  claim  they  do 
them  from  purely  pliilanthropical  motives.  They  undertake  these  en- 
terprises because  they  are  necessaiy  or  advisable  in  developing  the  oil 
resources  of  the  country,  but  the  fact  remains  that  the  advantages 
mentioned  do  accrue  to  the  country  in  which  the  companies  are  operat- 
ing, as  a  direct  result  of  their  work. 

I  might  add  there  is  another  advantage,  namely,  it  brings  demand 
by  the  nationals  of  those  countries  for  a  great  many  American  products 
that  have  no  relation  to  oil.  The  nationals  of  the  countries  see  the  way 
Americans  dress,  eat,  and  so  forth,  and  they  want  some  of  the  same 
kind.    It  creates  a  demand  for  American  products  generally. 

The  Chair:max.  I  tliink  that  is  a  very  important  point,  Mr.  Jacob- 
sen.  As  you  have  indicated  here,  some  of  these  activities  of  sucli  cor- 
porations partake  of  the  nature  of  public  works  done  in  this  country  by 
the  Government. 

Mr.  Jacobsex.  Eight. 

The  Chaie:siax.  In  other  words,  this  is  an  illustration  of  how  it 
sometimes  comes  about  that  an  organization  can  grow  so  large  that  it 
actually  exercises  functions  which  are  normally  to  be  considered  as  the 
function  of  the  Government. 

Mr.  Jacobsex.  Eight.  Of  course  you  appreciate,  Mr.  Chairman,  that 
those  foreign  governments  are  exceedingly  happy  to  see  that  happen. 

The  CHAiRiiAx.  Oh,  yes.    They  would  not  be  able  to  do  it  themselves. 

Mr.  Jacobsex.  Quite  right.  Another  thing  that  happens  is  that  in 
many  of  those  countries  the  land  surveys  are  exceedingly  poor.  The 
oil  companies,  again  for  entirely  legitimate  selfish  motives,  spend  large 
sums  of  money  surveying  the  country,  and  then,  of  course,  the  maps  go 
to  the  Government  and  the  Government  saves  millions  and  millions  of 
dollars  in  that  respect.  The  point  that  I  mentioned,  of  helping  create 
a  foreign  market  for  American  products  of  all  sorts,  is  an  important 
one.     [Eesuming]  : 

It  goes  without  saying  that  operations  under  these  conditions  are 
extremely  costly  and  that  risks  of  very  large  losses  are  inevitably  in- 
volved. Some  interesting  figures  were  given  by  Mr.  C.  TV.  Hamilton 
on  this  score  relating  to  the  investments  which  in  some  cases  have  been 
necessary  before  any  return  can  be  realized.  Mr.  Hamilton  spoke  of 
operations  by  several  companies  in  eastern  Venezuela  where  during  a 
period  of  15  years  they  put  up  a  total  of  $17,000,000  before  the  first 
barrel  of  oil  was  put  on  board  tanker  for  export.    As  another  case,  Mr. 
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Hamilton  mentioned  the  Barco  concession  in  Colombia  on  which  a 
total  of  approximately  $60,000,000  was  spent  before  the  first  barrel  of 
oil  was  loaded  on  board  a  tanker. 

You  will  recall  that  representatives  of  both  the  Army  and  the  Navy 
appearing  before  this  committee  stressed  the  importance  from  their 
respective  viewpoints  of  foreign  operations  in  various  parts  of  the 
world  by  the  American  oil  industry. 

Information  was  placed  before  this  committee  showing  that  in 
their  foreign  operations  American  companies  have  not  always  been 
entirely  free  agents,  but,  in  many  cases,  had  to  build  refineries  which 
were  not  economically  sound,  and  which  could  only  operate  profitably 
with  artificial  protection  such  as  high  customs  duties  on  refined  prod- 
ucts, import  restrictions,  exchange  control,  licensing  procedures,  and 
so  forth.  In  such  cases  the  companies  have  had  to  comply  with  what 
foreign  governments  have  considered  to  be  in  their  best  national  in- 
terest. In  some  cases,  American  companies  operating  abroad  have 
found  themselves  in  this  dilemma :  A  foreign  country  producing  crude 
oil  is  anxious  to  have  as  much  of  it  as  possible  refined  within  its  borders, 
and  it  enacts  measures  to  bring  that  about.  On  the  other  hand,  an- 
other foreign  country  with  no  crude  production  of  its  own  is  anxious  to 
develop  a  refining  industry  of  its  own,  and  therefore  places  a  pro- 
hibitive import  duty  on  refined  products  with  no  duty  on  crude. 

Of  course  we  have  the  same  thing  in  a  smaller  way  in  this  country. 
The  States  that  produce  the  oil  generally  like  to  see  the  oil  refined  with- 
in their  States.  In  fact,  it  goes  down  even  to  smaller  subdivisions  than 
States.  If  you  find  an  oil  field  near  a  small  town,  they  like  to  have 
a  refinery  in  that  town  also.  It  is  perfectly  natural.  It  happens  in 
the  small  communities,  and  it  happens  in  the  State,  and  in  the  countries. 
Mr.  Fraser.  It  is  natural,  but  it  might  be  unprofitable. 
Mr.  Jacobsen.  Definitely,  and  uneconomical.  (Kesuming:) 
Witnesses  appearing  before  you  testified  to  the  increasing  national- 
istic trend  all  over  the  world,  and  especially  in  Latin  America,  which 
not  only  places  serious  obstacles  in  the  way  of  further  extensions  of 
American  operations  abroad,  but  in  many  cases  makes  it  impossible 
for  American  companies  to  maintain  the  business  built  up  in  such 
countries  over  a  long  period  of  years.  In  some  cases  this  tendency 
has  gone  so  far  as  actual  confiscation  or  expropriation  of  American 
properties.  In  other  cases,  conditions  have  been  made  so  difficult  that 
American  companies  have  had  to  sell  out  to  local  interests. 

Particulars  were  given  to  you  regarding  the  serious  difficulties  pre- 
sented by  exchange  controls  in  various  coi^itries  which  have  prevented 
American  companies  selling  oil  abroad  from  turning  their  foreign  cur- 
rency into  dollars  for  transfer  into  the  United  States.  These  diffi- 
culties were  accentuated  during  the  war,  but  were  in  evidence  in  many 
countries  also  before  the  war,  and  of  course  right  now  it  is  worse  than 
ever,  during  the  transition  period. 

Considerable  information  was  given  to  this  committee  on  the  sub- 
ject of  diplomatic  support  of  American  oil  companies  in  their  foreign 
operations.  Particulars  were  given  in  this  respect  with  regard  to  a 
number  of  individual  countries.  It  was  shown  that  the  diplomatic 
support  at  times  has  been  most  energetic,  helpful,  and  valuable,  as  in 
Iraq  and  the  Netherlands  East  Indies,  and  at  other  times  has  been 
ineffectual,  to  say  the  least,  as  in  the  cases  of  Mexico  and  Bolivia. 
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You  were  informed  that  it  is  now  a  matter  of  regular  practice  for  oil 
companies  operating  abroad  to  keep  in  close  touch  with  the  State  De- 
partment and  to  keep  it  generally  advised  of  their  foreign  activities. 
That,  Mr.  Chairman,  would  incidentally  fit  in  quite  well  with  the 
point  you  mentioned  a  moment  ago  regarding  any  important  arrange- 
ment between  a  foreign  country  and  an  oil  company. 

The  Chairman.  That  is  right. 

Mr.  Jacobsen  (resuming).  I  might  perhaps  remind  you  that  Gen. 
H.  L.  Peckham,  who  appeared  before  you  representing  the  Army, 
stated  that  "American  nationals  should  be  fully  protected  by  our 
Government  in  the  development  of  their  legitimate  enterprises  in  the 
Middle  East  and  other  foreign  fields.  They  should  have  the  assurance 
that  they  can  compete  on  equal  terms  with  other  nations  in  these  fields 
and  that  their  property  and  other  legal  rights  will  be  fully  supported 
by  our  Government." 

I  need  scarcely  add  that  the  American  oil  companies  operating 
abroad  do  not  expect  any  guarantee  or  help  from  their  Government 
with  regard  to  the  financial  risks  inherent  in  the  oil  business.  If  an 
American  company  spends  $10,000,000  in  an  misviccessful  search  for 
oil  in  a  foreign  comitry  and  finally  pulls  out  with  a  net  loss  of  the 
amount  mentioned,  that  is  part  of  the  company's  business.  The 
American  oil  companies,  however,  do  consider  that  they  are  entitled 
to  help  from  their  Government  in  connection  with  what  may  be  termed 
"political  risks."  If  an  American  company  goes  into  a  foreign  coun- 
try, operates  according  to  its  laws,  acquires  titles  to  its  holdings  legally, 
and  succeeds  in  developing  valuable  properties,  then  the  company 
does  think  it  is  entitled  to  the  diplomatic  protection  of  its  Govern- 
ment against  any  attempt  at  outright  confiscation,  expropriation  with 
wholly  inadequate  payment,  or  any  less  direct  but  equally  effective 
way  of  depriving  it  of  its  property,  on  the  part  of  a  foreign  govern- 
ment. 

Now,  Mr.  Chairman,  the  witnesses  whose  testimony  I  am  supposed 
to  sum  up  did  not  refer  to  this  subject,  and  for  that  reason  I  am 
perhaps  a  bit  outside  of  mj  role  in  summing  up,  but  I  should  like  to  be 
allowed  just  a  couple  of  minutes  to  say  a  few  words  about  the  Anglo- 
American  oil  agreement,  because  it  has  a  direct  bearing  on  the  subject 
we  are  talking  about ;  namely,  the  national  oil  policy. 

The  Chairman.  I  am  sure  the  committee  would  be  very  glad  to  hear 
your  views.  Of  course,  it  is  quite  clear  that  the  summing  up  which 
you  are  giving  us  now — a  very  excellent  one,  by  the  way 

Mr.  Jacobsex.  Thank  yoi^. 

The  Chairman.  Covers  the  whole  field  of  the  testimony  given 
before  this  committee  and  is  not  confined  to  a  summing  up  of  the 
position  of  the  independent  companies. 

Mr.  Jacobsen.  That  is  right.  As  a  matter  of  fact,  the  Petroleum 
Administrator  for  War  and  the  Deputy  Administrator  did  bring  up 
the  subject  of  the  treaty,  so  it  has  been  dealt  with  here  before.  There 
has  been  recently  a  lot  of  agitation,  or  you  might  call  it  propaganda, 
against  the  treaty. 

The  Chairman.  Why  is  it,  Mr.  Jacobsen,  that  whenever  any  argu- 
ment is  presented  against  the  position  that  we  ourselves  take  we 
always  refer  to  it  as  propaganda  ? 
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Mr.  Jacobsen.  That,  Mr.  Chairman,  is  the  same  reason  that  if  we 
do  not  like  a  trade  agreement  we  call  it  a  cartel,  and  if  we  like  it  we 
call  it  a  mutually  beneficial  trade  agreement. 

The  Chairman.  I  am  not  aware  of  anybody  calling  a  trade  agree- 
ment a  cartel.  The  witness  made  a  statement  and  then  looked  at  the 
chairman  with  a  very  amusing  glint  in  his  eye.  Let  me  say  the  posi- 
tion of  the  chairman,  from  the  very  beginning  of  the  debate  over  trade 
agreements,  has  been  not  that  there  should  not  be  trade  agreements, 
but  that  trade  agreernents  should  not  be  made  by  the  executive  arm 
of  the  Government  without  the  knowledge  and  approval  of  Congress 
or  of  the  Senate. 

Mr.  Jacobsen.  Right.  If  there  was  a  glint  it  was  unintentional  and 
misdirected.  Perfectly  seriously,  I  do  not  think  there  is  any  differ- 
ence between  the  view  you  have  expressed  and  my  feeling  on  the 
subject. 

The  Chairman.  There  is  no  propaganda  involved  here  ? 

Mr.  Jacobsen.  No  propaganda  involved.  A  lot  of  claims  have 
been  made  against  that  treaty  which  I  feel  are  utterly  unwarranted. 
The  fundamental  claim  made  against  it  is  that  the  treaty,  if  entered 
into,  would  enlarge  the  Federal  power  and  invade  the  rights  of  the 
States  with  regard  to  matters  of  oil  production,  conservation,  and 
so  forth.  I  am  not  a  lawyer  and  therei^ore  I  am  not  capable  of  ex- 
pressing a  valid  opinion  myself  on  that  purely  legal  question. 

The  Chairman.  Do  you  have  a  copy  of  the  treaty  ? 

Mr.  Jacobsen.  Yes.  Not  being  a  lawyer  I  cannot,  on  my  own,  give 
a  valid  opinion  on  that  subject,  but  I  have  seen  opinions  of  thoroughly 
competent  attorneys,  including  specialists  on  constitutional  and  in- 
ternational law,  and  to  the  extent  that  a  layman  can  evaluate  legal 
opinion,  there  is  no  doubt  in  my  mind  that  the  lawyers  who  claim 
that  the  treaty  would  have  no  such  effect  have  all  the  better  of  the 
argument.  The  treaty  is  directed  toward  only  one  thing;  namely,  the 
orderly  development  of  the  international  petroleum  trade.  It  is 
based  on  the  principle  that  ample  supplies  of  oil  should  be  available 
to  all  countries  on  a  competitive  and  non-discriminatory  basis. 

The  Chairman.  Mr.  Jacobsen,  in  order  that  the  basis  of  this  argu- 
ment to  which  you  have  referred  may  appear  in  the  record  at  this 
point,  I  am  going  to  read  article  VII  (a)  of  the  proposed  treaty. 

The  signatory  governments  agree : 

(a)  That  the  general  purpose  of  this  agreement  is  to  facilitate  the  orderly 
development  of  the  international  petroleum  trade,  and  that  no"  provision  in  this 
agreement,  with  the  exception  of  article  II,  is  to  be  construed  as  applying  to  the 
operation  of  the  domestic  petroleum  industry  within  the  country  of  either 
government. 

The  clause  "with  the  exception  of  article  II"  apparently  takes  article 
II  out  of  the  provision  that  the  agreement  is  not  to  be  construed  as 
applying  to  the  operation  of  the  domestic  petroleum  industry  within 
the  country  of  either  government. 

Mr.  Jacobsen.  Right. 

The  Chairman.  In  other  words,  it  means  apparently  that  the  pro- 
visions of  article  II  do  apply  to  the  operation  of  the  domestic  petroleum 
industry  within  the  country  of  either  government. 

Mr.  Jacobsen.  Correct. 
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The  Chairman.  Therefore,  it  becomes  important  to  know  what  the 
provisions  of  article  II  are  which  it  is  intended  to  make  applicable 
to  the  operation  of  the  domestic  petroleum  industry. 

Mr.  Jacobsen.  Correct. 

The  Chairman.  Article  II  reads  as  follows : 

In  furtherance  of  the  purposes  of  this  agreement,  the  signatory  governments 
will  so  direct  their  efforts: 

(a)  That  all  valid  concession  contracts  and  lawfully  acquired  rights  shall  be 
respected,  and  that  there  shall  be  no  interference  directly  or  indirectly  with 
such  contracts  or  rights ; 

(b)  that  with  regard  to  the  acquisition  of  exploration  and  development  rights 
the  principle  of  equal  opportunity  shall  be  respected ; 

(c)  that  the  exploration  for  and  development  of  petroleum  resources,  the 
construction  and  operation  of  refineries  and  other  facilities,  and  the  distribu- 
tion of  petroleum,  shall  not  be  hampered  by  restrictions  inconsistent  with  the 
purposes  of  this  Agreement. 

Mr.  Jacobsen.  Yes. 

The  Chairman.  Therefore,  the  argument  is  that  it  follows  that  if 
any  State  in  the  Federal  Union  should  enact  a  law  or  follow  a  policy 
which  would  be  or  could  be  interpreted  as  in  conflict  with  the  matters 
set  forth  in  article  II  (a),  (b)  or  (c),  then  the  Federal  Government 
could  step  in  to  change  the  law  and  the  policy  of  that  State. 

Mr.  Jacobsen.  That  is  the  argument  of  the  proponents  of  the 
theory  that  the  treaty  will  eSiilarge  the  Federal  power. 

The  Chairman.  Do  you  want  to  be  understood  as  saying  that  it 
will  not?     , 

Mr.  Jacobsen.  Yes.  I  am  not  a  lawyer  and  consequently  I  cannot 
give  an  opinion  of  my  own  that  has  any  value,  but  based  on  the  legal 
opinions  which  I  have  seen  of  thoroughly  competent  lawyers,  I  am 
firmly  convinced,  for  whatever  my  opinion  is  worth,  that  the  treaty 
will  not  enlarge  such  Federal  power. 

The  Chairman.  Well,  speaking  as  a  lawyer,  let  me  say  that  I  have 
often  thought  that  the  opinions  of  lawyers  are  given  too  much  con- 
sideration. Lawyers  have  only  one  function  as  lawyers  and  that  is 
to  interpret  written  documents  or  written  statutes.  Therefore,  in 
order  to  determine  what  a  contract  or  a  statute  means,  it  is  always 
the  practice  to  try  to  determine  what  the  negotiators  of  the  contract 
or  the  legislators  meant. 

Mr.  Jacobsen.  Yes,  sir. 

The  Chairman.  You  appear  before  this  conamittee  as  a  very  able 
person. 

Mr.  Jacobsen.  Thank  you,  sir. 

The  Chairman.  One  who  speaks  lucidly  and  clearly  and  leaves 
nothing  to  the  imagination.  You  have  testified  that  you  were  one 
of  the  advisers  of  the  Secretary  of  the  Interior  in  the  negotiation  of 
the  treaty. 

Mr.  Jacobsen.  Yes,  sir. 

The  Chairman.  Therefore,  the  question  arises  what  was  the  pur- 
pose of  those  who  drafted  article  II. 

Mr.  Jacobsen.  Eight. 

The  Chairman.  Was  it  your  intention  to  give  the  Federal  Govern- 
ment the  power,  responsibility,  and  duty  to  undertake  to  correct  or 
change  any  action  by  a  State  of  the  Federal  Union  that  would  be  in 
contravention  of  the  policies  set  down  in  article  11  (a),  (b),  and  (c)  ? 

Mr.  Jacobsen.  I  am  very  glad  you  asked  that  question,  and  it  is 
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one  that  I  can  answer  from  my  personal  knowledge.  I  sat  in  not 
only  with  the  negotiators  in  London  when  Secretary  Ickes  went  over 
there,  but  I  was  named  by  the  State  Department  a  year  before,  when 
the  first  British  mission  came  over  here,  to  be  on  that  committee,  and 
I  can  say  that  it  was  tlie  understanding  and  the  intent  and  the  pur- 
pose of  all  of  the  negotiators  from  start  to  finish,  m  connection  with 
this  treaty,  that  nothing  in  it  should  in  any  manner,  way,  or  form 
enlarge  the  Federal  power  with  regard  to  the  States'  rights  with 
respect  to  the  production  or  conservation  of  oil.  If  I  may,  Mr.  Chair- 
man, I  would  like  to  ask  Mr.  Kayner  and  Mr.  Lof tus  of  the  State  De- 
partment, who  are  both  here  and  who  sat  in  on  those  negotiations,  to 
confirm  what  I  have  just  said.     May  I  do  that? 

The  Chairman,  I  do  not  think  I  will  ask  the  representatives  of  the 
State  Department  to  make  a  statement  at  this  time. 

Mr.  Jacobsex.  All  right,  sir. 

The  Chairman.  Merely  for  the  reason  I  want  it  to  be  clearly  under- 
stood that  this  is  not  the  Foreign  Eelations  Committee. 

JSIr.  Jacobsen.  Quite  right. 

The  Chairman.  They  may  not  feel  ready  to  be  called  upon  to 
testify. 

Mr.  Jacobsen.  Quite  right. 

Mr.  Fraser.  Mr.  Jacobsen,  do  you  then  believe  if  the  treaty  were 
ratified  with  a  reservation  that  the  treaty  should  not  be  deemed  to 
confer  upon  Congress  any  powers  that  Congress  does  not  already 
possess,  such  reservation  would  merely  confirm  the  understanding  of 
the  negotiators  ? 

Mr,  Jacobsen.  Yes,  sir,  and  I  have  heard  lawyers  express  their 
opinion  that  confirmation  of  the  treaty  with  such  proviso  would  make 
the  thing  absolutely  clear. 

If  I  may,  Mr.  Chairman,  I  would  like  to  say  a  few  words  about  the 
working  and  effect  of  the  treaty,  if  we  go  on  the  assumption  that  it 
does  not  enlarge  Federal  power.  I  would  like  to  say  this,  that  if  it 
can  be  shown  beyond  question  that  this  treaty  will  enlarge  the  Fed- 
eral power  in  the  sense  that  is  claimed  by  the  opponents  of  the  treaty, 
then  I  will  join  the  opposition,  and  I  believe  so  will  everybody  else, 
because  I  do  not  know  anybody  in  the  oil  industry,  independent  or 
major,  who  will  want  that  treaty  if  it  produces  the  legal  result  that  the 
opponents  of  it  claim.  If  we  assume,  however,  that  the  treaty  will 
not  have  the  effect  of  so  enlarging  the  Federal  power,  then  I  should 
like  to  say  this:  The  treaty  is  directed  solely  towards  an  orderly 
development  of  the  international  petroleum  trade.  It  is  based  on 
making  available  to  all  countries  an  ample  supply  of  oil  on  a  competi- 
tive and  nondiscriminatory  basis.  It  is  claimed  against  the  treaty 
that  it  provides  for  cartels,  but  how  in  the  world  you  can  have  a  cartel 
on  the  basis  of  a  competitive  and  nondiscriminatory  supply  of  oil  to 
all  countries,  I  do  not  see. 

Furthermore,  while  tlie  treaty  was  drawn  up  before  the  UNO  charter 
was  adopted,  it  will,  as  a  matter  of  fact,  fit  in  perfectly  with  the  general 
provisions  of  the  UNO  with  regard  to  commodity  agreements.  It 
provides  for  the  setting  up  of  a  consultative  body  of  three  government 
representatives  for  each  country.  I  emphasize  government  represent- 
atives and  not  oil  people,  although  the  hope  is  expressed  that  those, 
representatives  will  keep  in  touch  with  the  oil  industry  so  as  to  know 
what  they  are  talking  about.     It  is  specifically  stated  in  the  treaty 
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that  the  function  of  that  commission  is  to  be  limited  to  the  study  of 
matters  affecting  the  international  petroleum  trade;  that  they  are  to 
make  reports  on  their  findings,  but  that  neither  of  the  two  govern- 
ments, nor  any  of  their  nationals,  is  under  obligation  to  follow  the 
report.  Then  one  might  say,  "Why  have  the  darned  thing  if  it  has 
no  compulsory  power  ?"  The  answer  is  that  the  hope  was,  and  still  is, 
that  the  men  who  are  appointed  to  go  on  that  joint  international  com- 
mission will  be  men  of  great  competence  and  integrity,  and  that  their 
recommendations  will  be  such  that  they  will  appeal  to  the  two  coun- 
tries and  to  the  industry  in  the  two  countries  so  that  their  reconunenda- 
tions  or  their  reports  will  be  followed. 

The  statement  has  been  made  that  if  this  treaty  is  adopted,  it  will 
flood  the  country  with  foreign  oil.  I  cannot  see  any  possible  basis  for 
that.  As  a  matter  of  fact,  the  country  is  open  to  a  flood  of  foreign  oil 
today  by  anyone  who  will  import  the  oil  and  pay  10  cents  a  barrel 
duty  on  it.  As  a  matter  of  actual  fact,  if  there  should  be  any  danger 
of  flooding  the  country  with  foreign  oil  it  seems  to  me  that  the  setting 
up  of  the  consultative  body  by  the  representatives  of  the  two  countries 
to  discuss  the  situation  would  be  the  very  best  means  of  avoiding  the 
flooding  of  the  country  with  foreign  oil. 

I  think,  Mr.  Chairman,  that  pretty  well  covers  what  I  wanted  to  say 
about  it,  in  just  a  few  words. 

The  Chairman.  Your  reference  to  the  argument  which  has  been 
made  about  the  possibility  that  this  proposed  treaty  would  encourage 
cartels  prompts  me  to  ask  you  this  question,  based  upon  paragraph  4 
of  the  preamble  and  paragraphs  (a)  and  (b)  of  article  I. 

Mr.  Jacobsen.  Yes,  sir. 

The  Chairman.  I  do  this  in  order  to  have  in  the  record  the  basis  of 
your  statement. 
•  Mr.  Jacobsen.  Yes,  sir. 

The  Chairman.  Paragraph  4  of  the  preamble  says : 

That  the  orderly  development  of  the  international  petroleum  trade  can  best  be 
promoted  by  international  agreement  among  all  countries  interested  in  the  petro- 
leum trade,  whether  as  producers  or  consumers. 

I  take  it  that,  standing  alone,  would  be  a  declaration  which  would 
permit  government  cartels. 

Mr.  Jacobsen.  That  was  not  the  intention  of  it. 

The  Chairman.  I  say,  standing  alone  it  would  do  that. 

Mr.  Jacobsen.  Yes,  sir. 

The  Chairman.  I  take  it  your  position  is  that  paragraphs  (a)  and 
(b)  of  article  I  modify  that.     They  read  as  follows : 

(a)  That  adequate  supplies  of  petroleum,  which  shall  in  this  agreement  mean 
crude  petroleum  and  its  derivatives,  should  be  accessible  in  international  trade 
to  the  nationals  of  all  countries  on  a  competitive  and  nondiscriminatory  basis ; 

(b)  That,  in  making  supplies  of  petroleum  thus  accessible  in  international 
trade,  the  interests  of  producing  countries  should  be  safeguarded  with  a  view  to 
their  economic  advancement. 

Mr.  Jacobsen.  Right. 

The  Chairman.  Is  it  your  interpretation,  as  one  of  the  advisers, 
that  this  article  I  (a) ,  with  its  declaration  that  supplies  of  petroleum 
and  its  derivatives  should  be  accessible  in  international  trade  to  the 
nationals  of  all  countries  on  a  competitive  and  nondiscriminatory 
basis,  rules  out  the  possibility  of  Government  cartels? 
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Mr.  J'ACOBSEisr.  Yes,  sir.  I  do  not  see  how  you  can  have  a  cartel  that 
would  be  compatible  with  a  supply  of  oil  on  a  competitive  and  non- 
discriminatory basis.  The  very  essence  and  heart  of  a  cartel  is  the 
lack  of  competition. 

The  Chairman.  Then  what  is  your  interpretation  of  paragraph 
(b)  of  article  I  which  reads : 

That,  in  making  supplies  of  petroleum  thus  accessible  in  international  trade, 
the  interests  of  producing  countries  should  be  safeguarded  with  a  view  to  their 
economic  advancement. 

Would  that  declaration,  in  your  opinion,  make  it  possible  for  the 
United  States,  as  a  Federal  entity,  and  for  the  several  States  of  the 
Federal  Government  as  State  sovereignties,  to  take  action  which,  in 
their  respective  judgment,  would  be  designed  to  safeguard  the  eco- 
nomic advancement  of  independent  producers  in  the  United  States? 

Mr.  Jacobsen.  No,  sir.  The  purpose  of  that  provision  was  this: 
It  has  been  claimed  in  some  cases  that  the  oil  industry,  international  oil 
industry — not  merely  the  American  oil  industry,  would  go  into  what 
we  call  a  backward  country  and  would  just  exploit  the  natives,  take 
out  all  the  oil  it  could  as  fast  as  possible  and  with  no  regard  whatever 
to  the  well-being  or  welfare  of  the  country  in  which  they  were  oper- 
ating. That  principle  was  laid  down  there  as  a  statement  of  purpose, 
objective,  and  principle  that  we  should  not  just  exploit  the  countries 
abroad  where  we  may  find  oil,  that  we  should  have  some  considera- 
tion, and  fair  consideration,  for  the  well-being  of  the  country  wliich 
produces  that  oil. 

The  Chairman.  The  United  States  is  a  producing  country. 

Mr.  Jacobsen.  Yes. 

The  Chairman.  Are  we  to  understand  that  it  was  not  intended  by 
this  provision  to  guarantee  to  the  people  of  the  United  States,  through 
the  National  Government  or  through  the  State  Governments,  to  pro- 
vide for  the  economic  advancement  of  the  interests  of  the  people  of 
this  country  ? 

Mr.  Jacobsen.  Right.  That  paragraph  there  was  not  designed 
for  the  purpose  that  you  mentioned,  because  what  we  had  in  mind  was 
the  foreign  operations.  As  a  matter  of  fact,  the  very  first  draft  of 
that  treaty  dealt  solely  with  foreign  operations  outside  of  the  United 
States  and  outside  of  Great  Britain.  Then  it  was  found  later  on  that 
when  you  talk  about  Great  Britain,  which  we  in  our  innocence  to 
start  with  thought  meant  only  the  British  Isles,  you  talk  of  a  very- 
fair  portion  of  the  globe,  due  to  the  particular  constitutional  set-up 
which  they  have  in  England.  Therefore,  the  purpose  of  the  treaty 
was  changed  to  cover  the  oil  in  international  trade.  The  purpose 
of  that  particular  paragraph,  when  it  was  drafted,  was  the  one  I 
mentioned  to  you,  to  safeguard  the  countries  that  produced  the  oil. 
The  United  States  was  not  in  our  minds,  nor  were  the  British  Isles, 
but  it  certainly  does  not  mean  that  anyone  feels  that  the  independent 
producer  should  not  be  taken  care  of.  Furthermore,  he  does  not  need 
a  treaty  to  be  taken  care  of.  He  is  pretty  good  at  taking  care  of  him- 
self, but  it  was  not  directed  to  them. 

The  Chairman.  The  point,  of  course,  in  this  whole  argument  about 
the  meaning  of  this  document  is  whether  or  not  it  would  amount  to  a 
commitment  by  the  Government  of  the  United  States  so  to  conduct 
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international  trade  in  petroleum  as  to  impair  the  activities  of  produc- 
ers within  the  United  States. 

Mr.  Jacobsen.  I  see  the  point  you  are  getting  at.  In  other  words, 
if  a  development  took  place  which  could  have  a  very  adverse  effect 
on  the  domestic  producer  and  could  seriously  hurt  the  domestic  pro- 
ducer, then  I  certainly  agree  with  you,  then  it  would  be  part  of  the 
purpose  of  the  agreement  to  prevent  that  hurt. 

The  Chairman.  So  that  the  domestic  producer  in  the  United  States 
is,  in  your  judgment  and  according  to  your  intention  as  adviser,  just 
as  much  entitled  to  the  benefits  of  this  provision  of  Article  I  as  a  pro- 
ducer anywhere  in  the  world  ? 

Mr.  Jacobsen.  Right.  Although  the  paragraph  when  it  was  drafted 
had  another  direction,  nevertheless  what  you  say  is  completely  true. 

The  Chairman.  Now,  may  I  ask,  Mr.  Jacobsen,  whether  in  this  dis- 
cussion of  the  proposed  treaty  you  have  been  speaking  as  a  representa- 
tive of  the  independent  companies  or  as  the  adviser  to  the  group 
abroad  ? 

Mr.  Jacobsen.  No,  Mr.  Chairman,  I  am  afraid  I  have  been  speaking 
only  in  a  personal  capacity.  Nobody  has  given  me  a  mandate  to  talk 
about  it. 

The  Chairman.  Of  course,  you  come  before  the  committee  by  ap- 
pointment to  summarize  the  testimony. 

Mr.  Jacobsen.  Yes;  except  that  I  apologized  to  start  with,  Mr. 
Chairman,  by  saying  the  testimony  of  the  witnesses  I  was  supposed  to 
sum  up  had  not  dealt  with  the  treaty,  but  I  would  like,  and  you  gave 
me  the  kind  permission,  to  express  myself  on  the  subject, 

THE  CONTINENTAL  SHELF 

At  various  times  during  the  hearings  reference  was  made  to  the 
"continental  shelf",  arbitrarily  defined  as  the  portion  of  our  coasts 
running  seaward  to  a  depth  of  100  fathoms,  or  600  feet,  as  a  source 
of  new  supplies  of  oil,  and  you  heard  testimony  from  competent 
attorneys  on  the  legal  issues  involved  which  are  many  and  complex. 
The  width  of  this  belt  of  water — which  does  not  include  the  tidal 
lands  within  the  3-mile  limit — varies  greatly,  of  course,  but  in  many 
cases  a  depth  of  600  feet  of  water  is  not  reached  until  many  miles 
from  shore.  For  instance,  competent  opinion  was  expressed  before 
you  to  the  effect  that  along  the  shores  of  Texas  and  Louisiana  this 
belt  would  probably  average  75  miles  in  width.  In  cases  where  the 
100-f  athom  depth  is  not  reached  until  a  considerable  distance  beyond 
the  3-mile  limit,  international  law  is  apparently  silent  on  the  subject 
of  rights  of  ownership  and  rights  of  extraction  of  any  oil  that  may 
underlie  the  sea  bottom.  Any  unilateral  declaration  by  the  United 
States  of  such  extension  of  ownership  would  be  subject  to  challenge 
by  other  powers,  and  in  many  cases  treaties  with  other  nations  would 
doubtless  be  necessary  to  clear  the  situation. 

The  prospects  of  finding  oil  under  the  continental  shelf  naturally 
vary  greatly,  ranging  all  the  way  from  practical  impossibility  to  prac- 
tical certainty.  There  is  no  doubt  whatever,  for  instance,  that  oil 
deposits  exist  under  the  continental  shelf  along  the  coasts  of  Texas  and 
Louisiana.  Many  and  very  prolific  oil  fields  have  been  found  on  land 
close  to  the  shore  line,  and  there  is  no  good  reason  why  similar  fields 
may  not  be  found  offshore.     However,  while  means  have  been  de- 
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veloped  for  drilling  under  a  moderate  depth  of  water,  no  drilling  has 
ever  been  attempted  at  depths  at  all  comparable  to  600  feet.  The 
greatest  underwater  depth  at  which  drilling  has  so  far  been  accom- 
plished is  approximately  90  feet  in  the  protected  waters  of  Lake 
Maracaibo  in  Venezuela.  To  drill  at  a  depth  of  even  200  feet — let  alone 
500  or  600 — in  the  open  waters  of  the  Mexican  Gulf  would  present 
very  great  technical  difficulties  which,  if  they  could  be  overcome  at  all, 
could  only  be  conquered  at  enormous  cost.  In  fact,  it  is  most  likely 
that  it  will  be  far  cheaper  to  produce  oil  by  conversion  from  coal  than 
to  drill  at  any  great  depth  of  water  in  the  open  sea.  Therefore,  while 
the  exploration  of  the  continental  shelf  within  a  practical,  commercial 
drilling  depth  of  water  should  not  be  neglected,  we  shall  not  be  justi- 
fied in  looking  upon  the  continental  shelf  as  a  source  of  any  really  im- 
portant addition  to  our  oil  resources  until  it  has  been  demonstrated 
that  drilling  in  deep  water  in  the  open  sea  is  feasible  at  a  justifiable 
cost.  Personally,  I  consider  this  a  most  unlikely  contingency. 
•  Captain  Franchot.  May  I  just  interpose  a  question  on  definition? 
In  the  beginning  of  this  subject  you  say,  "The  width  of  this  belt  of 
water  (which  does  not  include  the  tidal  lands  within  the  3-mile  limit) 
varies  greatly."  The  way  I  understand,  that  should  be  "submerged" 
lands.  The  word  "tidal"  means  between  low-water  mark  and  high- 
water  mark. 

Mr.  Jacobsen.  It  is  from  the  outward  limit  of  the  3-mile  limit  and 
beyond. 

Captain  Franchot.  It  does  not  include  that  part  which  is  in  con- 
troversy now  in  the  State  of  California  ? 

Mr.  Jacobsen.  That  is  right. 

Captain  Franchot.  When  you  used  the  word  "tidal"  I  thought  I 
might  clarify  it. 

Mr.  Jacobsen.  O.  K. 

Mr.  Fraser.  Is  there  some  offshore  drilling  going  on  off  Prince 
Edward  Island  ? 

Mr.  Jacobsen.  I  believe  there  was  one  well  drilled  there,  but  I  am 
not  sure.    It  was  quite  close  in. 

The  Chairman.  The  oil  industry  has  demonstrated  great  ingenu- 
ity in  conquering  obstacles. 

Mr.  Jacobsen.  Yes,  sir. 

The  Chairman.  Is  it  not  possible  that  it  might  have  ingenuity 
enough  to  conquer  this  obstacle,  the  depth  of  the  submarine  deposit? 

Mr.  Jacobsen.  I  hope  so,  but  I  am  afraid  that  is  very  unlikely.  3 
will  put  it  this  way,  Mr.  Chairman :  I  am  quite  sure  that  if  the  obstacles 
are  overcome  it  will  be  at  very  great  cost.  If  you  could  be  sure  of  drill- 
ing very  prolific  fields  with  very  large  wells  then  you  might  do  it,  but 
what  I  am  afraid  will  kill  the  project  is  the  enormous  cost  of  wild- 
catting,  because  you  have  to  drill,  even  on  land  with  all  of  the  facili- 
ties we  have  there,  many  wildcat  wells,  50  or  100  or  more  probably, 
before  you  find  a  really  prolific  oil  field,  and  only  a  prolific  oil  field 
would  pay  out.  I  am  afraid  the  great  number  of  wildcat  wells  that 
would  have  to  be  drilled  in  order  to  get  a  really  prolific  field  might 
kill  it,  from  the  cost  standpoint. 

The  Chairman.  Do  you  think  a  national  policy  with  respect  to  this 
subject  should  be  based  upon  a  pessimistic  prediction  as  to  the  capacity 
of  the  oil  industry  to  overcome  difficulties  ? 
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Mr.  Jacobsen.  Not  at  all. 

The  Chairman.  Or  upon  optimistic  predictions  that  it  might  be 
able  to  do  it  ? 

Mr.  Jacobsen.  On  an  optimistic  prediction,  without  kidding  our- 
selves too  much. 

The  Chaieman.  That  is  what  I  call  a  qualified  answer. 

Mr.  Jaoobsen.  Yes.  In  other  words,  what  I  think  should  be  done, 
and  probably  will  be  done,  is  start  fairly  close  in  to  land  and  then  move 
out.  It  would  be  a  mistake,  in  my  opinion,  right  now  for  anyone 
to  go  out  and  try  to  drill  a  well  at  200  feet  of  water  in  the  open 
waters  of  the  Mexican  Gulf.  But  offshore  wells  have  already  been 
drilled  at  a  depth,  I  think,  of  20  or  25  feet,  and  in  one  case  they  used 
a  rather  ingenious  way  of  doing  it.  Due  to  the  fact  that  the  founda- 
tion on  which  the  drilling  rig  had  to  be  put  up,  which  is  a  very  costly 
affair,  they  drilled  a  number  of  so-called  directional  wells,  all  directed 
from  the  same  platform,  and  they  gave  the  wells  a  definite  slant  in 
the  particular  direction  they  wanted  to  go,  and  therefore  they  drilled, 
I  think,  six  or  seven  wells,  something  of  that  sort,  from  the  same 
derrick. 

My  point  is  that  the  proper  development  of  the  offshore  oil  should 
be  undertaken,  and  will  be  undertaken,  by  degrees.  Some  may  go 
out  and  find  a  good  oil  field  at  25  feet,  and  they  will  gain  experience 
in  doing  that,  and  then  some  will  find  indications  of  a  good  field  at 
45  feet,  and  they  will  try  that,  and  as  they  go  along  they  will  learn 
by  previous  experience.  We  should  certainly  go  out  as  far  as  we  can. 
My  reason  for  putting  it  in  this  somewhat  pessimistic  way  was  that 
I  do  not  think  we  are  justified  in  saying  we  need  not  worry,  because 
we  have  billions  of  barrels  of  oil  under  the  continental  shelf.  We  do 
not  have  it  until  we  get  it. 

The  Chairman.  What  is  the  greatest  distance  from  shore  at  which 
any  successful  operation  has  been  conducted  as  yet  ? 

Mr.  Jacobsen.  When  you  say  "successful  operation"  you  do  not 
necessarily  mean  finding  oil,  because  the  thing  that  matters  is  drilling 
a  well. 

The  Chairman.  That  is  right. 

Mr.  Jacobsen.  I  am  not  sure,  but  I  believe  they  have  drilled  as  far 
as  10  miles  offshore. 

The  Chairman.  Where  ? 

Mr.  Jacobsen.  Off  the  coast  of  Louisiana,  but  I  want  to  say  I  am 
not  sure  of  the  distance.  I  do  know  the  Texas  Co.  has  drilled  one  or 
two  wells  quite  far  out.  It  may  not  be  a  full  10  miles,  but  it  is  quite 
some  distance  out,  at  least  sufficiently  far  out  to  be  in  what  is  defi- 
nitely the  open  waters  of  the  Gulf. 

The  Chairman.  Of  course,  the  question  which  will  ultimately  have 
to  be  decided  on  this  particular  subject  is  whether  State  government 
or  the  Federal  Government  shall  have  governmental  jurisdiction  over 
the  operations  beyond  the  3-mile  limit. 

Mr.  Jacobsen.  Tes,  sir. 

The  Chairman.  That  is  the  question. 

Mr.  Jacobsen.  That  is  right. 

The  Chairman.  I  want  to  know  whether  you  agree  that  the  determi- 
nation of  that  question  should  not  be  dependent  upon  a  prediction 
made  now  with  respect  to  the  possibility  of  drilling  at  deep-water 
depth? 
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Mr.  Jacobsen.  I  agree  with  you  completely,  Mr.  Chairman.  I  think 
that  as  far  as  our  establishing  whatever  legal  right  under  international 
law  may  be  necessary  to  make  ourselves  the  owner  of  that  belt,  we 
should  proceed  with  just  as  much  energy  and  determination  as  if  we 
knew  we  were  going  to  find  a  lot  of  oil  there. 

The  Chairman.  Thank  you  very  much. 

PETROLEUM   REQUIREMENTS 

Mr.  Jacobsen  (resuming)  :  Estimates  of  future  petroleum  require- 
ments, domestic  and  foreign,  and  the  means  of  meeting  these  re- 
quirements, were  presented  to  you.  These  estimates  extended  as  far 
as  the  year  1965,  but  it  was  pointed  out  to  you  that  such  long-term 
estimates  are  very  precarious  and  that  not  too  much  reliance  should 
be  placed  on  them. 

The  statement  was  made  to  you  that  the  areas  outside  the  United 
States  contain  approximately  two-thirds  of  the  world's  proved  crude 
oil  reserves  and  before  the  war  were  producing  approximately,  one- 
third  of  the  world's  total  requirements.  Furthermore,  these  foreign 
areas  have  been  much  less  intensively  prospected  than  the  United 
States.  Therefore,  actual  and  potential  oil  supplies  in  foreign  areas 
are  so  large  in  comparison  with  possible  future  consumption  that  a 
more  than  adequate  supply  to  meet  the  consumption  can  be  taken 
for  granted. 

With  regard  to  the  situation  within  the  United  States,  the  ques- 
tion of  our  ability  to  meet  all  future  demands  has  already  been  re- 
ferred to  in  some  detail  under  the  heading  of  sources  of  petroleum 
in  the  United  States.  Dr.  Robert  E.  Wilson,  who  appeared  before 
you  in  the  hearings  on  the  subject  of  Petroleum  Requirements — Post- 
war, expressed  the  definite  conviction  that  our  requirements  will  be 
met  if  the  industry  is  afforded  freedom  of  opportunity  and  a  favorable 
legal  and  economic  climate.  Dr.  Wilson  pointed  out  that — as  already 
touched  upon  in  connection  with  the  hearings  on  sources  of  petroleum 
in  the  United  States — there  are  many  ways  to  meet  the  demand — 
deeper  drilling,  improved  recovery  methods,  secondary  recovery, 
oil  shales  conversion  from  gas  and  coal,  and  imports  to  the  extent 
necessary.  Dr.  Wilson  gave  some  interesting  information  regarding 
the  present  status  of  the  art  of  converting  gas  and  coal  into  oil.  He 
stated  that  it  is  now  possible  to  make  gasoline  from  natural  gas  at 
costs  similar  to  present  costs  of  making  gasoline  from  crude  oil,  and 
estimated  that  by  devoting  only  one-third  of  our  present  gas  reserves 
to  this  operation,  and  producing  these  reserves  at  the  rate  of  4  per- 
cent per  annum,  we  could  make  500,000  barrels  daily  of  gasoline  or 
about  30  percent  of  our  prewar  gasoline  consumption. 

From  the  long-range  viewpoint.  Dr.  Wilson  made  an  even  more 
significant  statement  when  he  said  that  given  just  a  few  years  of 
further  research  and  development  we  will  by  means  of  the  Fischer 
process  be  able  to  produce  good  gasoline  and  Diesel  fuel  from  sub- 
bituminous  coal  and  lignite  at  costs  not  more  than  5  or  6  cents  per 
gallon  above  present  costs.  Our  supplies  of  these  coals  have  been 
estimated  as  sufficient  for  more  than  a  thousand  years'  consumption, 
which  would  seem  to  dispose  of  even  a  remote  danger  of  an  oil  short- 
age in  this  country. 
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Mr.  Fraser.  It  will  for  1,000  years. 

Mr,  Jacobsen.  Yes;  but  after  that  some  other  hearing  will  pre- 
sumably deal  with  it. 

Mr.  Fraser.  I  do  not  think  we  should  smile  when  we  talk  about 
1,000  years.  There  is  no  reason  why  this  country  should  not  last  as 
long  as  the  Egyptian  Empire,  or  longer. 

Mr.  Jacobsen.  True.  I  may  say  a  1,000  years  is  very  conservative 
because,  as  a  matter  of  fact,  the  estimate  is  2,000  years.  I  just  wanted 
to  make  it  1,000  years  in  order  to  be  on  the  safe  side.  Seriously, 
though,  I  think  we  can  all  feel,  if  we  attempt  to  look  that  far  ahead, 
that  atomic  energy,  and  things  of  that  sort,  will  come  in. 

The  Chairman.  Is  this  the  "foreseeable  future"  we  are  talking 
about  now  ? 

Mr.  Jacobsen.  When  I  was  thinking  about  that  query  of  yours  the 
other  day,  Mr.  Chairman,  when  you  were  asking  about  the  "foresee- 
able future,"  I  wondered  if  2,000  years  was  long  enough.     [Resum- 

Enormous  quantities  of  oil  are  locked  up  in  the  oil  shale  deposits  of 
our  western  States,  but  except  perhaps  in  the  case  of  some  of  the 
richest  and  most  accessible  deposits,  it  is  likely  that  conversion  from 
coal  will  be  a  cheaper  source  of  supply,  if  or  when  crude  oil  should 
fall  short. 

Dr.  Wilson  stressed  the  importance  of  price  as  a  factor  in  making 
supply  meet  demand.  This,  of  course,  applies  to  the  production  of 
crude  oil  as  well  as  to  the  manufacture  of  synthetic  products,  and  he 
pointed  out  that  even  with  present  high  taxes,  gasoline  is  still  only 
a  small  part  of  the  cost  of  operating  an  automobile. 

With  the  development  of  foreign  fields  and  the  declining  rate  of 
discoveries  of  new  fields  in  this  country,  it  is  logical  to  expect  that 
foreign  fields  will  increasingly  supply  foreign  markets,  with  a  corre- 
sponding decline  in  our  net  exports  of  oil  from  this  country.  With 
regard  to  the  problem  of  imports,  the  best  answer  would  seem  to  be 
that  we  should  follow  an  import  policy  which  will  permit  our  domestic 
needs  to  be  met  at  reasonable  prices,  but  which  will  not  flood  the  market 
with  foreign  oil  or  keep  prices  at  a  level  which  would  discourage  an 
adequate  amount  of  exploration,  wildcatting,  or  secondary  recovery 
activities,  nor  retard  the  continuity  of  technical  innovation  and  pro- 
gress in  the  domestic  field. 

This  view  was  concurred  in  by  the  representative  of  the  Army, 
General  Peckham,  who  stated  that  we  should  avoid  importations 
which  would  depress  the  domestic  market  price  for  crude  oil  to  the 
extent  that  the  capital  and  resources  of  domestic  companies  would  be 
depleted  with  resulting  injury  to  the  domestic  industry,  and  with 
adverse  effect  on  scientific  and  technological  developments.  General 
Peckham  added  that 

only  if  there  is  a  healthy  domestic  industry  with  a  fair  chance  of  profit  can  we 
anticipate  a  full  utilization  of  American  business  ingenuity  in  the  exploration, 
production  and  refining  of  oil. 

Dr.  Wilson  made  a  short  reference  to  the  subject  of  atomic  power 
and  expressed  the  opinion  that  while  the  economics  might  not  justify 
the  building  of  new  plants  to  make  the  raw  material  for  atomic  power 
"it  seems  quite  possible  that  the  next  decade  may  see  commercial  appli- 
cations of  power  development  in  large  units  from  raw  materials  made 
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in  our  present  plants."  Dr.  Wilson  did  not  see  any  reasonable  prob- 
ability of  atomic  power  ever  being  used  to  run  automobiles,  although 
he  would  not  say  such  a  thing  was  impossible. 

I  should  like  to  quote  the  closing  paragraph  of  Dr.  Wilson's  state- 
ment : 

To  summarize,  the  one  point  I  want  to  emphasize  to  this  committee  is  that 
our  most  important  reserve  does  not  consist  of  the  number  of  barrels  of  oil  that 
we  can  point  to  in  the  ground,  but  rather  consists  of  research  and  technology  sup- 
ported by  a  healthy  and  vigorous  industry.  Technology  is  the  indispensable 
finder,  developer,  and  multiplier  of  our  natural  resources ;  and,  given  a  fair  chance, 
will  accomplish  even  more  in  the  future  than  it  has  in  the  past.  The  most  essential 
element  of  national  oil  policy  is  to  leave  the  industry  free  to  develop  on  a  tried 
and  proven  basis,  and  to  shun  the  adoption  of  measures  which  would  attempt 
to  regiment  research,  destroy  the  incentives  to  invention,  or  prevent  the  free 
play  of  competitive  enterprise. 

The  Chairman.  Mr.  Jacobsen,  I  notice  that  your  next  subject  is 
postwar  disposal  of  pipelines,  refineries,  tankers,  etc. 

Mr.  Jacobsen.  Yes. 

The  Chairman.  You  will  recall  that  last  week,  as  it  became  appar- 
ent that  we  were  not  going  to  be  able  to  hear  the  witnesses  who  came 
to  talk  about  the  independent  company  within  the  time  limit  that  I 
had  set,  I  told  several  persons  who  were  present  that  a  separate  hear- 
ing would  be  held  on  the  disposal  of  the  pipe  lines.  In  view  of  that 
fact,  I  think  it  probably  would  be  inappropriate  at  this  moment  to 
proceed  with  that  discussion,  because  I  would  like  to  have  present  all 
who  are  interested,  and  of  course  I  would  also  like  to  give  notice  to 
the  members  of  the  subcommittee  of  the  Committee  on  Military  Affairs 
dealing  with  surplus  property. 

Mr.  Jacobsen.  This  also  takes  in  refineries. 

The  Chairman.  Nevertheless,  in  view  of  the  fact  that  these  wit- 
nesses who  came  last  week,  and  who  were  prepared  to  express  their 
views  on  that  subject,  are  not  here,  I  think  it  would  be  appropriate 
if  you  would  let  it  go  until  we  cover  the  whole  subject. 

Mr.  Jacobsen.  The  whole  subject,  not  merely  the  pipe  lines  ? 

The  Chairman.  The  whole  subject.  Of  course,  when  the  subject  is 
taken  up  it  will  cover  all  of  these  subjects  that  you  are  discussing. 

Mr.  Jacobsen.  Right.  In  the  meantime,  will  this  go  in  the  record, 
because  it  is  all  bound  up  in  this  pamphlet  ? 

The  Chairman.  Why  not  save  it  ?  Mr.  Fraser  and  the  clerk  of  the 
committee  will  know  how  to  handle  it. 

PETROLEUM  ADMINISTRATION  FOR  WAR 

Mr.  Jacobsen  (resuming).  The  Petroleum  Administrator  for  War, 
the  Deputy  Administrator,  and  a  number  of  the  principal  members 
of  the  staff  of  the  Petroleum  Administration  for  War  appeared  before 
you.  I  do  not  think  there  was  on  any  important  point  any  difference 
of  opinion  with  respect  to  the  views  regarding  our  national  oil  policy 
as  expressed  by  the  representatives  of  the  Petroleum  Administration 
for  War  and  the  witnesses  representing  the  oil  industry  who  have 
appeared  before  you.  Both  the  Administrator  and  the  Deputy  Ad- 
ministrator stressed  the  importance  of  an  adequate  price  for  oil  as  a 
stimulus  to  new  discoveries.  Both  emphasized  the  importance  of  the 
foreign  operations  of  the  American  oil  industry,  and  both  stressed  the 
importance  of  maintaining  the  petroleum  industry  as  a  private,  com- 
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petitive  enterprise,  and  the  importance  of  keeping  the  small  operator 
in  business.  On  this  point,  Mr.  Davies  testified  that  more  small  re- 
fineries were  running  at  the  end  of  the  war  than  ever  before,  and  one 
of  the  members  of  the  PAW  staff  stated  that  something  less  than  25 
percent  of  the  total  service  stations  in  the  country  had  been  closed 
during  the  war,  and  that  they  are  now  being  reopened,  largely  by 
veterans.  With  regard  to  foreign  operations  Mr.  Davies  stated  that 
the  country  should  encourage  and  support  a  continued  strong  Ameri- 
can position  in  foreign  fields  for  reasons  of  security  as  well  as  of 
economics,  and  he  stressed  that  one  essential  of  such  activity  is  equality 
of  opportunity  for  American  citizens.  Mr.  Davies  also  expressed  the 
view  that — 

American  citizens  in  foreign  oil  oi)erations  should  be  secure  against  having  the 
terms  of  their  contracts  changed  after  they  have  made  their  investments;  that 
they  be  not  subjected  to  new  and  unreasonable  demands  and  that  they  be  secure 
from  confiscation. 

Mr.  Davies'  position  with  regard  to  importation  of  foreign  oil  was 
stated  in  the  following  terms : 

The  import  duty  should  be  high  enough  to  insure  a  crude  price  that  will  en- 
courage domestic  exploration,  development  and  production.  It  should  be  high 
enough  to  foster  the  development  of  productive  capacity  adequate  for  the  na- 
tional security.  It  should  not  be  so  high  as  to  relieve  the  domestic  industry  of 
incentive  to  lower  production  costs,  or  to  drive  overseas  all  refining  of  foreign 
crude  to  make  products  for  export,  or  to  resvilt  in  high  prices  to  the  American 
consumer, 

THE  ARMED  SERVICES 

Commodore  Greenman  of  the  United  States  Navy  placed  before  you 
a  statement  embodying  the  Navy's  views  with  regard  to  a  national 
oil  policy  which  he  stated  had  been  cleared  with  all  the  policy-making 
departments  of  the  Navy,  and  had  been  personally  approved  by  the 
Secretary  of  the  Navy.  He  stated  it  had  also  been  submitted  to  the 
War  Department  for  clearance  and  that  the  Navy  had  been  advised 
there  is  no  divergence  of  views. 

There  is  no  conflict  on  any  important  point  between  the  recom- 
mendations made  in  Commodore  Greenman's  statement  and  the  views 
expressed  by  the  representatives  of  the  Petroleum  Administration  for 
War  and  the  witnesses  representing  the  oil  industry.  The  Navy 
stressed  the  importance  of  energetic  development  of  our  domestic  re- 
sources, producing  capacity,  and  maximum  technological  advances  in 
all  branches  of  the  industry.  It  complimented  the  American  oil  in- 
dustry on  its  foresight  and  enterprise  in  developing  large  oil  resources 
under  American  control  in  different  parts  of  the  world  and  stressed 
the  importance  of  these  holdings.  It  urged  that  in  their  foreign  oper- 
ations United  States  nationals  be  given  government  support  in  the 
expansion,  development,  and  production  of  all  such  interests.  While 
urging  the  development  of  American  controlled  foreign  oil  resources, 
the  Navy  stated  that  such  oil  should  not  be — 

imported  into  this  country  if  such  importation  results  in  any  diminution  in  the 
incentives  that  should  exist  here  to  encourage  the  search  for  oil  or  in  any  nar- 
rowing of  those  profit  margins  that  furnish  the  funds  for  vigorous  domestic 
exploration. 

The  Navy's  statement  emphasized  that — 

No  plans  are  being  formulated  for  acquiring  any  additional  Navy  petroleum  re- 
serves from  private  lands  or  from  government  lands.    The  overall  sustainable 
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and  available  production  capacity  of  the  Nation's  oil  industry  is  the  prime  con- 
cern of  the  armed  services. 

The  Chairman.  If  it  is  agreeable  to  you,  we  shall  take  a  recess  until 
2  o'clock. 

(Whereupon,  at  12 :  15  p.  m.,  the  committee  recessed  until  2  p.  m. 
of  the  same  day.) 

AFTERNOON    SESSION 

The  Chairman.  We  shall  come  to  order.  You  may  proceed,  Mr. 
Jacobsen. 

STATEMENT  OF  ALFRED  JACOBSEN— Resumed 

THE  INDEPENDENT  COMPANY 

Mr.  Jacobsen.  The  greater  portion  of  the  testimony  presented 
under  the  above  heading  dealt  with  the  independent  producers.  Wit- 
nesses who  appeared  before  you  furnished  statistical  particulars  show- 
ing the  very  important  position  occupied  by  this  group  within  the 
industry. 

The  testimony  of  the  witnesses  who  appeared  before  your  com- 
mittee during  these  hearings  on  the  independent  company,  together 
with  that  of  the  witnesses  at  the  earlier  hearings,  some  of  whom  were 
"independents"  and  some  "majors,"  has  shown  that  while  these  two 
loosely  defined  groups  have  problems  peculiar  to  each,  their  inter- 
ests in  most  respects  run  parallel.  They  both  want  to  see  the  oil 
industry  continue  as  a  free,  competitive  private  enterprise,  with  con- 
servation measures  in  the  hands  of  State  regulatory  authorities,  and 
with  the  sympathetic  cooperation  of  the  Federal  Government  in  such 
matters  as  Federal  taxation,  imports,  and  the  so-called  Connally 
hot  oil  law.  They  both  advocate — and  both  practice — continual  tech- 
nological advances  and  constantly  improving  efficiency  of  operation, 
and  they  both  oppose  importation  of  foreign  oil  in  quantities  which 
would  depress  the  American  oil  industry  and  would  deprive  the  do- 
mestic producer  of  the  incentive  and  the  means  to  carry  on  the  ener- 
getic and  continuous  search  for  new  oil  deposits  within  our  own 
borders  which  is  necessary  for  our  prosperity  and  our  national  safety. 
Both  groups  stressed  to  you  that  a  fair  and  adequate  price  for  crude 
oil  must  be  paid  to  the  domestic  producer  if  we  are  to  be  assured  of  a 
supply  of  oil  sufficient  for  our  future  needs.  Both  advocate  the  con- 
tinued operation  of  the  Interstate  Oil  Compact  and  both  urge  the 
liberalization  of  the  laws  and  regulations  governing  the  leasing  of 
.federally  owned  lands. 

It  is  erroneous  to  assume  that  the  oil  industry  is  divided  into  two 
clearly  defined  opposing  and  antagonistic  groups — "independents" 
and  "majors" — with  entirely  conflicting  interests  and  objectives.  As  a 
matter  of  fact,  in  most  respects  the  independents  and  the  majors  are 
"in  the  same  boat,"  and  in  general  it  can  be  said  that  the  fundamental 
conditions  which  spell  prosperity  or  depression  for  one  group  will 
similarly  affect  the  other.  The  two  groups  form  one  industry  and 
the  operations  of  one  mesh  with  and  supplement  those  of  the  other. 
It  is  true,  of  course,  that  there  are  conflicts  of  interest  and  viewpoints 
on  many  subjects  as  is  inevitable  in  a  highly  competitive  industry, 
but  the  points  of  community  of  interest  between  independents  and 
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majors  in  fundamental  matters  are  more  important  than  the  points  of 
difference. 

Evidence  was  placed  before  you  by  several  v^itnesses  showing  some 
of  the  many  ways  in  which  independents  and  major  oil  producers 
cooperate  in  joint  ventures  of  various  sorts  to  their  mutual  advantage. 
Information  regarding  cooperation  in  another  sphere  was  presented 
by  Mr.  Eussell  B.  Brown,  general  counsel  of  the  Independent  Petrol- 
eum Association  of  America,  from  whose  testimony  I  quote  as  follows : 

Generally  they  (i.  e.,  the  large  oil  companies)  have  made  large  expenditures  on 
their  technical  departments  and  have  maintained  large  staffs.  Any  new  in- 
formation thus  obtained  which  would  be  of  general  benefit  has  been  freely 
shared  by  them  just  as  the  smaller  operators  in  their  pioneer  work  have  made  * 
known  their  results.  The  producing  industry  has  been  singularly  free  of  re- 
strictions created  by  patents  *  *  *.  The  traditional  willingness  of  oil  pro- 
ducers, large  and  small,  to  share  new  information  on  producing  practices  has 
enabled  all  parts  of  the  oil-producing  country  to  achieve  greater  eflSciency. 

I  think,  Mr.  Chairman,  that  is  really  quite  a  gratifying  condition  of 
affairs,  the  one  described  here. 

The  oil  industry  is  highly  competitive,  beginning  with  the  frantic 
scramble  for  leases  in  a  supposedly  potential  oil  area,  and  ending  with 
the  competition  in  the  sale  of  gasoline  evident  to  every  motorist  and 
to  every  radio  listener.  This  competition  does  not  take  place  on  any 
line  of  cleavage  between  "majors"  and  "independents."  The  majors 
compete  among  themselves  just  as  do  the  independents,  and  just  as 
independents  compete  with  majors.  It  is  by  no  means  to  be  taken  for 
granted  that  in  competition  between  the  major  and  independent  the 
former  will  necessarily  gain  the  advantage.  In  a  scramble  for  leases, 
for  instance,  the  large  company  may  buy  1,000  acres  or  5,000  acres 
where  the  small  independent  buys  100  acres,  but  from  the  point  of  view 
of  cost  per  acre  or  ultimate  yield  in  barrels  of  oil  per  acre,  the  little 
fellow  frequently  does  better  than  the  big  one,  just  as  an  independent 
operating  one  filling  station  and  building  up  his  clientele  through 
personalized  service  will  frequently  do  better  than  the  big  company 
station  across  the  street. 

The  Chairman.  Do  you  have  anything  to  say  about  the  statement 
which  is  sometimes  made  that  the  majors  are  inclined  to  respect  one 
another's  territory  in  the  scramble  for  leases  ? 

Mr.  Jacobsen.  In  the  scramble  for  leases,  I  know  definitely  that  it  is 
not  so.  If  it  is,  I  never  came  across  it,  and  have  never  come  across 
it  in  the  years  that  I  have  been  in  the  business. 

The  Chairman.  Then  you  want  it  understood  that  you  say  that  you 
are  aware  of  no  such  condition  ? 

Mr.  Jacobsen.  That  is  right,  that  I  am  aware  of  no  such  condition 
with  respect  to  scrambling  for  leases,  and  I  have  never  run  across  it. 

The  Chairman.  Is  there  any  such  policj'^  with  respect  to  any  other 
aspect  of  the  business  ? 

Mr.  Jacobsen.  I  emphasize  this  with  respect  to  leases,  because 
that  is  what  I  knew  about  by  virtue  of  working  with  the  company  with 
which  I  am  connected.  I  am  not  well  acquainted  with  conditions  with 
respect  to  marketing,  and  therefore  I  cannot  make  the  same  categorical 
statement. 

When  it  comes  to  respecting  each  other's  territory  in  marketing,  if 
one  company  is  operating  in  a  series  of  States,  for  instance,  on  the  east- 
ern seaboard,  and  they  do  not  go  into  adjoining  States,  that  does  not 
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necessarily  mean,  of  course,  that  they  are  respecting  the  market.  It 
simply  means  that  they  have  laid  out  the  territory  where  they  feel  they 
can  operate  economically  and  efficiently,  and  do  not  want  to  go  beyond 
it.  Likewise,  in  the  producing  end  of  the  business,  there  are  some 
companies  that  are  operating  elsewhere,  but  are  not  in  the  State  of 
Kansas,  for  example.  But  if  they  keep  out  of  Kansas,  that  is  not  be- 
cause they  have  an  agreement  or  understanding  with  anybody  that 
they  will  not  go  in ;  it  is  simply  because  they  feel  they  cannot  be  everj'^- 
where,  and  somehow  they  do  not  go  into  Kansas,  just  as  there  are  even 
some  that  do  not  go  into  Wyoming,  They  show  bad  judgment  when 
that  happens.     [Kesuming :] 

It  is  true,  of  course,  that  a  large  concern  is  much  less  likely  to  go 
bankrupt  than  a  small  one,  but  mere  size  is  no  guarantee  of  successful 
operations  and  profits.  Many  small  concerns  are  more  successful  in 
proportion  to  their  size  than  some  of  the  biggest.  Likewise,  there  is 
not  necessarily  any  particular  advantage  in  being  an  "integrated" 
company.  Many  smaller  concerns  engaged  in  only  one  branch  of  the 
business  do  relatively  better  than  larger  companies  engaged  in  all 
branches.  It  is  frequently  assumed  that  an  integrated  company  is 
necessarily  a  large  company.  This  is  an  unjustified  assumption,  as  has 
been  shown  by  independent  witnesses  appearing  before  your  com- 
mittee. Some  small  concerns  are  integrated  units  operating  in  all 
branches  of  the  industry,  whereas  much  larger  concerns  are  in  only 
one  branch. 

The  Chairman.  Of  course,  it  is  quite  true  that  a  large  company  is 
not  necessarily  an  efficient  company,  nor  an  integrated  company  a 
large  company.  That  does  not  follow.  But  what  would  you  say 
about  the  relative  advantage  of  an  integrated  company  over  an  inde- 
pendent in  any  particular  branch  of  the  industry,  by  and  large,  I 
mean  ?    Naturally,  there  are  exceptions  to  all  rules. 

Mr.  Jacobsen.  Oh,  yes.  I  am  perhaps  prejudiced  to  some  extent 
by  the  fact  that  in  the  company  that  I  am  connected  with  I  have  been 
instrumental  in  keeping  us  from  becoming  integrated.  We  are  solely 
producers,  and  we  have  been  very  well  satisfied  with  the  condition  of 
being  solely  producers,  although  we  have  had  plenty  of  opportunity 
to  become  integrated  by  merger  and  otherwise.  If  I  have  been  instru- 
mental in  keeping  us  from  becoming  integrated,  it  was  naturally  be- 
cause I  thought  that  was  the  best  thing  to  do,  and  therefore  I  may  not 
be  a  completely  impartial  witness.  I  would  say,  though,  in  general, 
that  if  a  company  were  to  be  engaged  in  only  one  branch  of  the  business, 
probably  the  best  one  to  be  in  would  be  production.  Again,  I  am 
prejudiced,  probably. 

The  Chairman.  I  asked  several  witnesses  the  other  day  about  their 
markets. 

Mr.  Jacobsen.  Yes. 

The  Chairman.  Let  me  ask  you  the  same  question.  What  is  your 
market?    Do  you  sell  to  majors  or  small  companies? 

Mr.  Jacobsen.  We  sell  principally  to  the  majors. 

Further  on  in  the  paper  reference  is  made  to  the  method  of  selling 
the  oil.  Most  of  the  independents  sell  principally  to  the  majors  for 
the  simple  reason  that  if  all  of  the  independent  refiners  in  the  country 
bought  all  of  their  oil  from  the  independents,  there  would  still  be  the 
greater  portion  of  the  independently  produced  oil  seeking  a  market. 
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In  other  words,  the  sum  total  of  the  independent  refiners'  require- 
ment of  crude  oil  is  only  a  fraction  of  the  total  quantity  of  oil  pro- 
duced by  the  independents.  Therefore,  the  independents  must  look  to 
the  major  companies  as  a  market  for  the  greater  portion  of  their  oil. 

The  Chairman.  Do  you  feel  that  it  has  an  effect  upon  the  price 
that  so  much  has  been  sold  to  the  majors  ? 

Mr.  Jacobsen.  No,  sir;  I  do  not,  because  the  independents  cannot 
afford  to  pay  a  higher  price  than  the  majors.  The  independent 
refiners  probably  have  on  the  whole  a  harder  row  to  hoe  than  the 
majors,  who  have  the  marketing  and  everything  else.  Therefore, 
generally  speaking,  the  independent  refiners  could  not  afford  to  pay 
to  the  independent  producers  any  higher  price  than  is  paid  to  the 
independent  producer  by  the  major  company.  So  I  do  not  think 
it  makes  any  difference  on  the  market. 

Furthermore,  generally,  in  the  fields  where  the  oil  is  purchased — 
and  I  say  generally — the  same  price  is  posted  by  the  independents 
and  the  majors.  The  independents  obviously  could  not  afford  to 
post  a  higher  price  than  the  majors,  and  if  they  posted  a  lower  price, 
the  independent  producer  would  rather  sell  to  the  majors  and  get  the 
full  price. 

Therefore,  competition  forces  the  same  price  between  majors  and 
independents.  Consequently,  it  makes  no  difference  to  the  income 
of  the  independent  producer  whether  he  sells  to  a  major  or  to  an 
independent.  Likewise,  it  makes  no  difference  to  the  quantity  of 
oil  that  he  is  allowed  to  produce,  because  that  is  governed  by  the  State 
conservation  laws,  in  any  event.  In  other  words,  the  independent, 
like  the  major,  is  told  how  much  oil  he  can  produce,  and  he  is  not 
allowed  to  produce  more  or  less  if  he  sells  to  an  independent  refiner 
or  to  a  major. 

The  Chairman".  Have  you  heard  the  statement  made  that  in  some 
fields  where  the  producing  companies  and  integrated  companies  are 
the  dominant  factor  they  can  hold  their  prices  down  below  what  the 
independent  producer  thinks  should  be  the  price  ? 

Mr.  Jagobsen.  Of  course,  the  independent  producer  being  human 
generally  thinks  the  price  ought  to  be  higher.  And  I  quite  agree 
with  him.  Whatever  it  is,  I  think  it  ought  to  be  higher.  That  is« 
only  human  nature.  But  I  think  you  will  find  later  on  in  this  testi- 
mony I  cover  some  of  the  independent  witnesses  who  testify  to  the 
generally  satisfactory  nature  of  the  manner  in  which  the  independents' 
oil  is  sold. 

The  Chairman.  Of  course,  the  underlying  question,  which  is  of 
interest  in  any  study  of  this  industry  or  of  any  industry  in  which 
integration  appears,  is  what  the  effect  of  that  integration  is  going 
to  be  upon  the  various  independent  factors  or  units  in  the  various 
branches  of  the  industry. 

Mr.  Jacobsen.  That  is  right. 

The  Chairman.  There  is  a  tendency  towards  integration  in  all 
large  industries,  is  there  not  ? 

Mr.  Jacobsen.  Yes ;  that  is  quite  right. 

The  Chairman.  Whether  it  be  oil  or  steel  or  anything  else,  the 
producer  wants  to  be  the  fabricator  and  then  wants  to  be  the  dis- 
tributor ? 

Mr.  Jacobsen.  That  is  right. 
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The  Chairman.  Now,  the  figures  which  were,placed  in  the  record 
the  other  day  from  the  Department  of  Justice  at  my  request  tended 
to  show  that  the  process  of  integration  is  still  proceeding. 

Mr.  Jacobsen.  That  is  correct. 

The  Chairman.  It  showed  that  a  constantly  larger  and  larger  pro- 
portion of  various  branches  of  the  business  is  falling  under  the  con- 
trol of  the  so-called  majors. 

Mr.  Jacobsen.  That  is  right. 

The  Chairman.  Now,  that  undoubtedly  has  an  effect. 

Mr.  Jacobsen.  Of  course. 

The  Chairman.  The  inevitable  effect  is  to  narrow  the  field  in  which 
the  independent  may  operate.    Do  you  cover  that  in  your  paper? 

Mr,  Jacobsen.  I  do,  sir. 

The  Chairman.  Very  well. 

Mr.  England.  Mr.  Chairman,  I  think  what  Mr.  Jacobsen  said  is 
true  as  a  rule.  However,  there  have  been  occasions  on  which  inde- 
pendent refiners  had  to  pay  a  premium  in  order  to  get  oil  to  operate 
their  refineries.  Mr.  Dow  referred  to  that  the  other  day.  Now,  that 
is  not  the  rule,  but  that  does  happen  on  occasions.  And  the  last  condi- 
tion he  was  describing  is  one  in  which  there  is  a  surplus  of  production. 
When  it  is  the  other  way,  you  have  a  scramble  for  crude  petroleum, 
and  the  independent  often  has  to  pay  a  higher  price. 

Mr.  Jacobsen.  That  was  brought  out  at  one  of  the  hearings  the  other 
day,  and  the  independent  witness  who  was  before  you  at  the  time 
stated  that  he  did  not  think  that  any  such  case  has  occurred  for  the 
last  10  years.  I  thought  it  was  the  last  15  years,  and  he  corrected 
me  to  about  10  years. 

Then  what  I  say,  sir,  is  true,  but  it  has  also  been  true  in  probably 
just  as  many  cases  that  the  independent  refiner  has  been  able  to  buy 
at  a  discount.  That  has  happened  just  as  often  as  his  having  to  pay 
a  premium. 

It  all  depends,  or  depends  very  largely,  on  the  conditions  under 
which  a  new  field  may  be  brought  in.  Suppose,  for  instance,  that  a 
new  field,  not  a  large  field — not  East  Texas,  or  anything  of  that 
kind,  but  a  regular-size  field — is  brought  in  quite  some  distance  away 
from  a  major  pipe  line,  but  happens  to  be  located  fairly  closely  to  an 
existing  independent  refinery.  Then  that  independent  refiner  has  a 
special  advantage  with  respect  to  that  field,  due  to  the  short  trans- 
portation. 

Mr.  England.  Then  there  is  the  local  supply  and  demand  problem 
to  consider,  in  addition.  If  you  have  an  over-production,  you  have  a 
drop  in  price. 

Mr.  Jacobsen.  That  is  perfectly  true.  Then  the  independent  refiner 
in  that  case  does  what  any  businessman  will  do ;  he  tries  to  buy  that 
oil  as  cheaply  as  possible.  He  would  be  foolish  if  he  did  not.  And 
that  means  that  if  he  buys  at  10  or  15  cents  under  the  market,  so  much 
the  better  for  him. 

Mr.  Eraser.  Is  it  correct  to  say  that  many  times  the  independent 
producers  would  prefer  to  sell  to  the  major  refineries,  because  there 
is  a  steady,  constant  ^demand  from  those  refineries,  whereas  perhaps 
the  demand  from  the  independent  refineries  is  more  intermittent — is 
there  anything  to  that  ? 
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Mr.  Jacobsen.  I  think  that  is  a  perfectly  fair  statement,  because  the 
independent  refiner  with  a  relatively  small  refinery  has  his  seasonal 
changes.  His  demand  may  go  up  and  may  go  down,  whereas  the  major 
company,  due  to  the  great  number  of  connections  it  has  to  different 
producers,  can  take  it  all  in  its  stride.  I  dare  say  the  point  you  make 
is  quite  good.     [Resuming] : 

Several  of  the  representatives  of  the  independent  section  of  the 
industry  appearing  before  you  testified  to  the  effect  that  the  independ- 
ent producer  has  more  than  held  his  own  in  the  fields  of  exploration, 
wildcatting,  production  practices  and  techniques  as  well  as  in  the 
development  and  practice  of  secondary  recovery  methods.  Several 
of  the  independent  witnesses,  particularly  Mr.  O.  C.  Bailey,  gave 
particulars  regarding  the  many  ingenious  ways  in  which  the  inde- 
pendent wildcatter  by  various  cooperative  devices  with  majors,  as 
well  as  with  other  independents,  finances  the  drilling  of  wells  which 
involve  a  greater  financial  risk  than  he  can  afford  to  carry  alone,  and 
it  was  pointed  out  that  the  independent's  function  in  this  respect 
causes  the  drilling  of  a  great  many  wildcat  wells  which  would  other- 
wise have  remained  undrilled. 

One  of  the  most  important  functions  which  the  major  companies 
fill  in  their  relations  with  the  independent  producers  is  that  they 
furnish  the  latter  with  a  ready  and  immediate  market,  and  in  the  vast 
majority  of  cases,  right  at  the  well.  In  the  States  having  conser- 
vation laws,  which  now  includes  most  of  the  oil-producing  States,  this 
means  that  the  independent  has  a  purchaser  of  undoubted  solvency, 
right  at  the  well,  for  whatever  quantity  of  oil  the  independent  is 
able  and  permitted  to  produce  from  day  to  day.  On  the  other  hand, 
the  major  companies  are  usually  willing  enough  to  buy  the  oil  as  they 
need  it  for  their  refineries.  Before  the  advent  of  conservation  and 
orderly  development,  the  major  companies  could  produce  as  much  oil 
as  they  liked  from  their  own  wells  and  leave  it  to  their  independent 
neighbor  to  take  care  of  himself  as  best  he  could.  This  is  no  longer 
the  case,  as  the  proration  orders  in  the  various  fields  are  based  on  the 
general  principle  of  ratable  takings,  and  therefore  the  major  com- 
panies cannot  take  more  than  their  share  of  the  oil  from  their  own 
leases,  and  in  order  to  get  enough  to  meet  their  refinery  requirements, 
they  buy  the  independents'  oil. 

On  this  subject,  I  should  like  to  quote  as  follows  from  the  testimony 
of  Mr.  O.C.Bailey: 

In  addition  to  helpful  laws  and  regulations  of  the  Federal  and  State  Govern- 
ments, each  operating  within  its  separate  and  proper  sphere,  the  free  play  of 
competitive  forces  within  the  petroleum  industry  has  evolved  and  firmly  estab- 
lished procedures  by  which  crude  oil  is  marketed  and  which  have  not  only  been 
helpful  to  the  producer  but  have  been  highly  beneficial  to  the  public.  The 
preservation  of  free  competition  among  purchasers  of  crude  oil  is  of  vital  im- 
portance to  the  independent  producer.     *     *     * 

The  integrated  companies  operating  such  lines  (major  pipe  lines),  either  direct 
or  through  a  subsidiary  or  affliate,  are  the  principal  purchasers  of  the  inde- 
pendent producer's  oil. 

They  are  the  principal  purchasers  for  the  reason  that  I  mention, 
Mr.  Chairman,  that  the  independent  refiners  do  not  need  and  cannot 
consume  enough  oil  to  take  all  the  independents  crude.  [Resuming 
quotation :] 

When  a  new  field  is  discovered  the  producer's  first  step  is  to  obtain  a  pipe-line 
connection.    Often  the  pipe  line  nearest  the  field  will  be  extended  to  the  new 


THE  INDEPENDENT  PETROLEUM   COMPANY  409 

discovery ;  however,  such  is  not  always  the  case  and  frequently  as  the  new  field 
is  developed  competitive  lines  enter.  In  practically  all  of  the  major  oil-producing 
areas  producers  have  the  choice  of  a  number  of  competing  carriers  and 
purchasers.     *     *     * 

.  .  .  ratable  takings  from  all  producers  is  now  a  well-established  practice  and 
in  those  States  having  sound  conservation  laws  the  producer  has  few  marketing 
problems.  He  is  assured  of:  (a)  Reasonably  prompt  pipe-line  connections  in 
new  fields;  (&)  prompt  pipe-line  connections  to  all  properties  within  fields;  (c) 
an  assured  and  continuous  market;  and  (d)  ratable  takings. 

The  Chairman.  That,  of  course,  is  a  condition  described  by  Mr. 
Bailey  as  applying  in  those  States  which  have  sound  conservation 
laws. 

Mr.  Jacobsen.  Yes,  sir. 

The  Chairman.  To  what  extent  is  that  a  rule  in  other  States  ? 

Mr.  Jacobsen.  California  has  no  such  law ;  Illinois  has  no  such  law. 
In  California  they  have  a  gas  conservation  law  which  prohibits  the 
waste  of  gas ;  and,  in  a  roundabout  way,  through  the  operation  of  the 
gas  conservation  law,  they  manage  to  do  a  reasonably  thorough  job 
of  oil  conservation,  because  the  State  will  not  allow  them  to  flare  gas 
at  the  wells. 

In  Illinois,  when  those  fields  were  in  their  flush  period  a  few  years 
ago,  we  had  all  the  evils  of  unrestricted  production.  But  Illinois 
is  now  down  to  a  settled  basis ;  most  of  the  wells  are  pumping  wells, 
or  flowing  wells  of  very  small  capacity,  so  that  there  is  no  problem 
there  now. 

The  Chairman,  How  about  the  ratable  takings  in  such  a  State? 

Mr.  Jacobsen.  Generally  speaking,  the  purchasing  companies  see  to 
it,  that  they  get  roughly  fair  ratable  takings.  Of  course,  if  you 
have  a  situation  like  Illinois,  where  each  of  the  properties  produces 
as  much  as  it  can  and  everybody  takes  out  all  he  can,  then  the  question 
of  ratable  taking  is  automatically  solved,  because  each  produces  all  he 
can.  Those  fields  have  now  reached  the  point  where  that  is  about  all 
you  can  do,  anyway.  The  damage  in  Illinois  was,  as  is  always  the 
case,  done  during  the  flush  period.  It  is  the  improvident  produc- 
tion methods  during  the  flush  period  that  harm  the  fields.  Once  the 
gas  pressure  is  off  and  the  harm  to  the  fields  has  been  done,  it  does 
not  make  much  difference  what  you  can  do  in  the  way  of  production. 
You  can  then  produce  all  you  can. 

The  Chairman.  Do  you  then  wish  to  be  understood  that  even  with- 
out a  law  requiring  ratable  takings  by  pipe  lines,  the  pipe  lines  never- 
theless will  deal  fairly  and  equitably  with  all  producers,  and  by  vol- 
untary action  create  the  market  for  a  new  independent  small  pro- 
ducer if  it  comes  in  ? 

Mr.  Jacobsen.  It  would  probably  be  taking  in  a  bit  too  much 
territory  to  put  it  as  broadly  as  that,  because  you  would  always  be 
able  to  find  some  exceptions  to  the  general  rule.  But  I  think  it  is 
fair  and  proper  to  say  that  with  respect  to  most  of  the  large  pro- 
ducers of  oil,  the  general  idea  of  ratable  takings  and  the  realization 
of  the  fact  that  the  only  basis  on  which  you  can  have  proper  production 
methods  is  ratable  takings,  that  principle  is  generally  adhered  to.  I 
would  not,  however,  make  it  quite  as  broad  as  you  did,  and  say  that 
we  need  not  worry,  that  everything  is  taken  care  of. 

The  Chairman.  I  see. 

Mr.  Jacobsen  (resuming)  :  Considerable  testimony  was  given  re- 
garding the  very  important  part  played  by  the  independents  in  the 
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development  and  use  of  modern  technological  methods  applied  to 
exploration,  drilling,  and  production.  It  -was  brought  out  in  this 
connection  that  for  the  independents  whose  operations  are  not  suffi- 
ciently extensive  to  warrant  their  building  up  an  organization  of 
their  own  in  these  fields,  all  of  these  technological  improvements  are 
made  available  by  thoroughly  competent  service  corporations  who 
are  specialists  in  their  various  fields  and  operate  on  a  fee  basis.  In 
fact,  the  employment  of  these  service  corporations  is  so  convenient 
that  they  are  used  to  a  very  large  extent  by  the  major  corporations. 

Attention  was  called  to  the  downward  trend  of  successful  wildcat- 
ting  by  independents.  As  brought  out  by  witnesses  in  earlier  hearings 
before  your  committee,  this  condition  prevails  throughout  the  mdus- 
try  and  is  simply  a  manifestation  of  the  increasing  difficulty — and 
of  course  higher  cost — of  finding  new  oil  fields,  and  incidentally  is 
one  of  the  most  important  reasons  why  an  increase  in  the  price  of 
crude  oil  is  necessary.  It  was  brought  out  by  independent  witnesses 
that  they  can  more  than  hold  their  own  against  the  major  companies 
in  the  finding  of  new  oil  fields,  always  provided  that  they  have  the 
wherewithal  to  do  it,  and  the  only  way  in  which  the  independent  pro- 
ducer can  get  or  raise  funds  for  his  wildcatting,  is  through  an  ade- 
quate price  for  crude  oil.  In  this  connection,  attention  was  called  to 
the  fact  that  there  prevails  among  a  good  many  people  the  mistaken 
idea  that  the  "wildcatter"  as  a  group  is  distinct  from  the  "producer." 
While  numerous  exceptions  can,  of  course,  be  found,  it  is  a  general 
rule  that  the  producer  is  a  wildcatter  and  the  wildcatter  is  a  producer, 
and  when  the  producer  receives  a  decent  price  for  his  oil  he  can  ob- 
viously drill  more  wildcat  wells  then  if  he  can  barely  make  both  ends 
meet.  An  adequate  price  for  crude  oil  not  only  means  that  the  wild- 
catter will  have  more  funds  of  his  own  available  for  exploratory  work, 
but  also  that  he  can  count  on  much  more  liberal  contributions  from 
majors  and  other  independents  in  connection  with  the  various  types 
of  cooperative  wildcatting  ventures  regarding  which  details  were  given 
to  your  committee. 

Several  witnesses  testified  that  the  number  of  independent  opera- 
tors is  decreasing,  partly  because  of  their  selling  out  to  the  major 
companies  and  partly  because  they  have  not  been  able  to  make  a  living 
with  prevailing  crude  prices  in  the  face  of  constantly  rising  operating 
cost.  No  specific  figures  were  given  on  this  score,  but  assuming  that  the 
statement  is  correct — and  personally  I  believe  it  is — I  think  there  are 
two  main  reasons  for  this  condition ;  one,  the  low  price  of  crude  and, 
two,  the  increased  cost  of  wildcatting.  The  former  condition  can  be 
much  more  easily  remedied  than  the  latter.  Many  witnesses  testified 
to  the  greatly  increased  cost  of  wildcatting  in  most  areas  due  not 
only  to  the  necessity  of  drilling  to  greater  depth,  but  also  to  the  greater 
volume  ajid  cost  of  the  exploratory  work  which  precedes  the  picking 
of  a  drill  site  for  an  exploratory  well.  No  matter  what  the  price  of 
crude  may  be,  obviously  fewer  people  can  raise  the  funds  for  the  drill- 
ing of  a  wildcat  well  costing  $200,000  (and  many  cost  much  more  than 
that)  than  for  a  wildcat  costing  only  $20,000,  and  the  wildcat  well 
that  located  the  great  East  Texas  field  probably  cost  no  more  than  that. 
I  do  not  mean  to  imply,  of  course,  that  all  wildcat  wells  now  cost  $200,- 
000  or  more,  nor  that  there  are  not  still  some  areas  where  shallow  wild- 
cats can  be  drilled  for  $20,000,  but  the  trend  toward  greatly  increased 
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cost  of  wildcatting  is  definite  and  will  continue,  and  the  greater  the 
cost  the  fewer  people  will  be  able  to  engage  in  the  business.  It 
should  be  pointed  out  here,  however,  that  there  are  in  the  group 
classified  as  independents  many  individuals  and  corporations  who 
operate  on  a  scale  which  allows  them  to  meet  this  greatly  increased  cost 
of  wildcatting,  and  I  should  also  like  to  stress  the  point  that  a  higher 
price  for  crude  will  augment  the  number  of  independents  so  situated. 
The  question  of  capital  requirements  for  expansion  of  the  independ- 
ents' operations  was  brought  up.  It  was  pointed  out  in  this  connection 
that  an  exceedingly  valuable  byproduct  of  the  State  conservation  laws 
for  the  independent  has  been  the  establishment  of  oil  loans  as  an 
attractive  field  for  banking  operations.  To  quote  from  the  paper  of 
Mr.  O.  C.  Bailey : 

Fortunately,  conservation  practices  have  established  oil-producing  properties 
as  sound  collateral,  and  bank  loans  on  reasonable  terms  are  generally  available, 
and  the  independent  is  either  availing  himself  of  such  loans  or  is  using  the  reserves 
that  he  accumulated  in  prior  years  to  carry  him  along  into  these  years  of  low 
prices  and  high  costs. 

However,  wildcat  ventures  as  such  are  obviously  not  satisfactory 
collateral  and  the  funds  available  for  wildcatting  depend  on  the  price 
of  crude. 

I  should  like  to  stress  here,  Mr.  Chairman,  that  this  point  that  Mr. 
Bailey  makes  here  has  been  of  the  greatest  value  to  the  independent 
producer  with  limited  capital.  Before  the  advent  of  conservation  laws, 
if  a  field  were  developed  in  which  an  independent  producer  had,  say, 
160  acres  leased,  all  around  him  everybody  would  be  pulling  out  the 
oil  as  fast  as  they  could  and  taking  all  the  oil  they  could  out  of  each 
well.  This  independent  would  then  drill  one  well.  The  independent 
would  drill  his  first  well,  and  he  would  produce  that  well  as  fast  as  he 
could.  He  might  produce  1,000  barrels  a  day  or  2,000,  or  even  5,000 
barrels  a  day.  The  result  would  be  that  he  would  soon  get  back  the 
money  he  spent  for  that  well,  and  put  it  in  another  one. 

Now,  however,  with  proration,  a  well  that  might  be  physically 
capable  of  producing  5,000  barrels  a  day  is  perhaps  held  down  to  50  or 
60  barrels  a  day.  And  if  it  were  not  for  the  fact  that  the  independent 
now  has  access  to  the  bank  loans,  he  would  be  in  a  pretty  bad  fix,  be- 
cause his  wells  would  cost  him  not  only  as  much  as  before,  but  more, 
and  he  would  only  be  able  to  take  out  the  oil  in  driblets,  so  to  speak. 
Now,  he  can  go  to  the  bank  and  the  banks  will  lend  him  money  on  very 
favorable  terms,  because  it  is  first-class  collateral,  and  he  can  make  an 
arrangement  with  the  banks  for  the  drilling  up  of  his  lease.  It  is 
usually  done  by  drilling  one  well  at  a  time  with  the  understanding 
that  when  he  finishes  one  well,  he  will  get  money  for  the  next  one  from 
the  bank,  and  that  most  of  the  money  which  he  gets  from  the  oil  at  the 
low  rate  it  is  being  produced  goes  to  the  bank  to  pay  off  the  loan.  That 
has  enabled  the  independent  producer  to  take  care  of  his  work  in  the 
development  and  improvement  of  the  field  and  prevent  his  lease  from 
being  drained  by  other  companies  around  him.  [Resuming  prepared 
statement :] 

Tribute  was  paid  to  the  State  conservation  laws  and  a  request  from 
the  chairman  of  this  committee  for  suggestions  regarding  their  im- 
provement failed  to  bring  forth  any  specific  recommendation.  No- 
body claimed  that  either  the  laws  or  their  administration  are  as  yet 
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perfect,  but  it  was  stated  that  both  the  laws  and  their  administration 
and  enforcement  are  showing  steady  improvement.  A  few  of  the  oil- 
producing  States  are  still  without  conservation  laws. 

Several  of  the  independent  witnesses  before  you  raised  a  warning 
against  the  importation  of  foreign  oil  to  the  detriment  of  the  domestic 
industry.  It  was  stated  that  the  present  import  duty  of  approxi- 
mately 10  cents  per  barrel  affords  the  domestic  producer  insufficient 
protection.  It  was  pointed  out  that  if  large  quantities  of  foreign  oil 
are  brought  into  this  country  at  low  prices,  it  will  not  only  mean  the 
abandoning  of  many  thousands  of  small,  high  cost  wells,  and  the  bank- 
ruptcy of  their  owners,  but  will  mean  the  loss  of  enormous  quantities 
of  oil  underground  in  the  abandoned  wells,  which  can  never  be  recov- 
ered. Furthermore — and  from  a  national  viewpoint  this  is  a  most 
important  phase — this  condition  would  lead  to  the  practical  paralyza- 
tion  of  exploration  and  wildcatting  by  the  independents,  and  inci- 
dentally to  a  great  reduction  in  these  activities  by  the  major  com- 
panies. In  the  case  of  an  emergency,  the  country  would  then  be  prac- 
tically dependent  on  foreign  oil.  None  of  the  independent  witnesses 
took  "the  stand  that  all  importation  should  be  stopped,  and  it  was 
pointed  out  that  we  have  always  imported  oil  into  this  country.  On 
the  other  hand,  none  of  the  representatives  of  the  major  companies 
who  appeared  before  you  has  advocated  bringing  in  foreign  oil  to  the 
extent  of  depressing  the  domestic  industry.  All  of  them  have  their 
major  market  in  the  United  States  and  it  would  not  be  to  their  interest 
deliberately  to  destroy  it.  I  believe  practical  unanimitj^  within  the 
oil  industry  will  support  a  program  with  respect  to  imports  which 
will  limit  the  flow  of  foreign  oil  to  this  country  to  the  quantity  neces- 
sary to  cover  any  possible  gap  between  our  total  domestic  demand  and 
the  full  domestic  production,  operating  our  wells  at  the  maximum  effi- 
cient rate  of  production  in  accordance  with  best  engineering  practices. 
This  involves  the  maintenance  of  a  domestic  price  level  for  oil  which 
will  allow  the  domestic  industry  to  operate  as  a  healthy,  vigorous, 
going  concern,  and  carrying  out  a  continuous,  active  campaign  of  ex- 
ploration and  wildcatting  in  the  search  for  new  oil  fields  within  our 
own  borders,  together  with  a  continuous,  energetic  program  of  research 
and  development  in  all  branches  of  the  industry. 

Mr.  Fraser.  On  occasion  we  are  hearing  rumors  that  if  the  price 
of  oil  were  allowed  to  go  up,  it  would  go  sky-high,  and  therefore  that 
the  OPA  controls  should  not  be  taken  off,  or  should  be  taken  off  very 
gradually.  But  would  it  not  be  true  if  the  price  went  up,  as  some  dream 
that  it  might,  that  a  complete  check  would  be  found  in  the  increased 
importation  of  oil.  which  would  take  place  and  hold  the  price  in  line. 

Mr.  Jacobsex.  Undoubtedly.  In  order  for  oil  to  go  up  any  consider- 
able extent,  there  would  have  to  be  a  shortage  of  oil. 

Senator  Moore.  "Which  there  is  not  ? 

]Mr.  Jacobsex.  Which  there  is  not.  There  is,  if  anything,  an  over- 
supply. 

Senator  Moore.  Yes. 

Mr.  Jacobsex.  And  that  would  be  the  only  thing  that  would  make 
it  go  up.  The  only  thing  that  could  make  the  price  of  oil  go  up  to  that 
extent  would  be  if  we  got  rid  of  OPA,  as  I  hope  we  may,  and  then  if  all 
of  the  State  conservation  bodies  were  to  enter  into  a  combination  in 
restraint  of  trade  and  greatly  reduce  the  production  in  all  the  States. 
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It  is  inconceivable  that  that  would  happen.  In  other  words,  it  would 
onl}^  be  a  shortage  of  oil  that  would  bring  it  about,  and  that  shortage  of 
oil  could  be  checked  by  the  means  you  have  just  mentioned. 

Mr.  Frasek.  Of  course,  if  the  regulatory  bodies  were  to  enter  into 
such  an  unlikelj^  combination,  the  President  under  the  powers  that  he 
had  at  the  time  the  Interstate  Oil  Compact  went  into  effect,  has 
the  right,  does  he  not,  to  allow  foreign  oil  to  come  in  to  correct  the 
situation  ? 

Mr.  Jacobsen.  He  does  not  have  to  allow  anything.  That  door  is 
open  now,  if  j^ou  pay  only  10  cents  per  barrel  as  duty  on  it. 

Senator  Moore.  That  idea  would  be  preposterous,  anyhow.  It 
would  be  against  the  self-interests  of  the  States. 

Mr.  Jacobsen.  Utterly.     I  think  it  is  impossible. 

The  Chairman.  The  chairman  has  received  the  following  tele- 
gram which  I  think  probably  is  appropriate  at  this  stage  of  the  pro- 
ceedings.    It  is  from  Austin,  Tex. 

The  Railroad  Commission  of  Texas  in  regular  conference  respectfully  calls 
to  the  attention  of  your  committee  the  fact  that  at  the  present  time  there  is  no 
shortage  or  scarcity  of  crude  oil  but  that  production  is  in  excess  of  consumption, 
as  is  evidenced  by  the  excessive  stocks  in  storage  above  ground ;  that  these 
stocks  have  been  steadily  increasing  since  VJ-day,  and  that  there  has  been  a 
corresponding  increase  of  gasoline  being  stored  above  ground  which  is  evidence 
of  excess  production  of  gasoline  above  current  consumptive  demand. 

The  Railroad  Commission  of  Texas  therefore  urgently  requests  that  your 
committee  take  such  action  as  will  terminate  the  continuation  of  price  controls 
on  both  crude  oil  and  its  products. 

[Signed]  Railroad  Commissi .'n  of  Texas, 
By  Olin  CiTLBEBSON,  Chairman. 

Beaxxfokd  H.  Jester,  Commissioner. 

Senator  Moore.  Will  the  chairman  introduce  a  motion  to  that 
effect? 

Mr.  Jacobsen.  I  will  second  it.     [Laughter.] 

The  Chairman.  Let  me  see  if  the  OPA  is  still  represented  here. 
Is  Mr.  Reppert  present  this  afternoon?     [No  response.] 

The  Chairman.  He  was  here  this  morning. 

What  would  be  the  effect  if  price  controls  were  lifted  on  crude  oil, 
at  the  present  moment,  in  your  judgment? 

Mr.  Jacobsen.  Do  you  mean  literally  what  you  said,  Mr.  Chairman, 
only  on  crude  oil? 

The  Chairman.  Yes. 

Mr.  Jacobsen.  And  leaving  the  controls  on  refined  products  ? 

The  Chairman.  Let  me  include  those. 

Mr.  Jacobsen.  I  ask  that  because  it  makes  a  difference  in  my  answer 
to  your  question. 

The  Chairman.  Let  me  include  all  petroleum  products. 

Mr.  Jacobsen.  If  I  were  to  gaze  into  the  crystal  ball  and  make  a 
guess,  I  would  say  that  something  like  this  would  happen.  An  unbal- 
anced condition  has  been  created,  as  has  been  testified  by  a  number  of 
witnesses,  due  to  the  price  regulations  of  OPA.  Certain  products 
have  been  relatively  overpriced,  and  others  underpriced.  There 
might  be  for  a  very  short  period,  perhaps  a  week  or  two  at  a  guess,  a 
severe  drop  in  the  price  of  one  thing  and  a  higher  price  in  others. 
But  within  a  week  or  two  at  the  most,  in  my  opinion,  just  as  soon  as 
the  refiners  can  get  around  to  adjust  themselves  to  the  free  economy 
instead  of  the  controlled  economy,  we  would  settle  down  on  a  basis 
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where  there  would  be  enough  products  of  all  kinds  without  much 
higher  prices. 

Senator  Moore.  What  would  be  the  effect  on  crude  oil  ? 

Mr.  Jacobsex.  On  crude? 

Senator  Mooee.  Yes. 

Mr.  Jacobsex.  I  think  they  would  increase  the  price  of  crude  because 
the  economic  condition  demands  it.  Crude  oil  has  been  underpriced 
for  years.  There  would  be  a  natural  increase  in  the  price  of  crude. 
I  would  not  guess  how  much,  but  it  would  not  be  anything  exaggerated. 
There  would  then  be  a  corresponding  increase  in  the  price  of  refined 
products,  which  work  out  at  a  very  small  figure  per  gallon,  a  half -cent 
or  a  cent  on  the  various  products,  and  then  we  would  be  settling  down 
on  an  even  keel  and  going  along  happily  from  then  on. 

The  Chairmax.  If  it  is  to  be  assumed  that  the  statement  in  this  wire 
from  the  Texas  commission  is  correct,  and  that  there  is  a  surplus  of 
crude  oil,  how  high  would  the  price  go  if  price  controls  were  lifted, 
if  there  is  a  surplus  ? 

Mr.  Jacobsex.  Of  course,  when  you  say  there  is  a  surplus,  there 
is  a  surplus  of  producing  capacity.  That  is  probably  what  they 
mean. 

I  am  not  acquainted  with  the  precise  statistical  figures  with  respect 
to  the  volume  of  oil  that  goes  into  storage,  but  in  the  normal  condition 
of  affairs,  you  may  find  that  storage  will  be  increased  for  a  few  weeks, 
and  then  storage  will  be  decreased.  "We  are  going  into  the  heavy 
consuming  season  now,  when  there  will  be  a  heavier  draft  on  crude 
than  there  has  been  during  the  winter  period ;  and  I  think  that  first 
of  all  crude  during  the  war  period  was  drawn  down  below  what  would 
be  normal  stocks. 

Before  the  war,  we  carried  as  a  general  condition  in  the  industry, 
larger  quantities  of  crude  in  stock  than  we  are  doing  now,  and  it  would 
tend  to  build  up  that  storage  to  some  extent.  All  of  the  large  refining 
companies  usually  have  a  substantial  amount  of  reserve  of  crude  m 
stock.    It  might  build  up  some  of  that. 

The  Chairmax.  The  situation  which  is  described  to  us  is  this, 
briefly :  • 

{a)  "We  have  surplus  stocks  of  gasoline. 

Mr.  Jacobsex.  That  is  correct. 

The  Chairmax.  (5)  There  is  not  enough  fuel  oil  and  some  other 
derivatives. 

Mr.  Jacobsex.  That  is  also  true. 

The  Chairmax.  (c)  There  seems  to  be  a  surplus  capacity  for  crude 
oil.  if  not  an  actual  surplus  of  crude  itself. 

Mr.  Jacobsex.  Quite  right. 

The  Chairmax.  It  is  stated  that  the  10-cent  increase  recently  an- 
nounced by  OPA  is  not  enough. 

Mr.  Jacobsex.  That  is  right. 

The  Chairmax.  My  question,  therefore,  is  what  reason  is  there  to 
suppose,  in  view  of  these  conditions  which  I  have  just  described,  if 
controls  are  lifted,  that  the  demand  for  fuel  oil  and  other  derivatives 
wbuld  equalize  with  the  excess  of  gasoline  in  such  a  fashion  as  to 
create  such  a  demand  for  crude  oil  as  to  increase  the  price  without 
Government  intervention  ? 
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Mr.  Jacobsen.  First  of  all,  the  reason  for  the  oversupply  of  gasoline 
and  the  shortage  of  certain  derivatives  has  been  mainly  the  action  of 
OPA  in  imposing  a  strict  price  schedule  and  not  allowing  the  natural 
forces  of  supply  and  demand  to  work  as  usually  happens  during  the 
fall  and  winter  season. 

Secondly,  the  reason  why  we  would  get  an  increase  in  the  price  of 
crude  is  not  so  much  the  fact  that  the  increase  would  be  necessary  in 
order  to  bring  about  the  producing  capacity,  because  we  have  the  pro- 
ducing capacity ;  but  it  is  the  recognition  of  the  fact  which  I  believe 
exists  on  the  part  of  all  major  companies  and  independents  as  well,  who 
buy  oil,  namely,  that  oil  has  been  undervalued.  We  are  selling  oil  at 
less  than  replacement  cost.  And  those  major  companies  are,  in  that 
respect,  in  exactly  the  same  boat  as  the  independent.  They  all  realize 
that  the  price  is  too  low,  that  we  cannot  replace  the  goods  on  our 
shelves  at  the  price  at  which  we  are  being  paid.  That,  I  think,  will 
be  the  main  reason  why  we  will  get  a  price  increase. 

Senator  Moore.  Wouldn't  that  rise  in  the  price  of  oil  be  an  induce- 
ment for  further  exploration  and  adding  to  the  reserves  of  the  country  ? 

Mr.  Jacobsex.  Certainly. 

The  Chaermax.  There  is  not  any  doubt  that  an  increased  price  of  oil 
would  bring  that  about.  But  the  problem  here  is  whether  or  not  we 
would  get  an  increased  price  of  crude  by  the  ordmary  play  of  economic 
forces  without  Government  intervention  if  OPA  were  lifted. 

Now,  it  means  nothing  to  say,  it  seems  to  me,  that  the  price  of  oil  is 
^less  than  the  replacement  cost,  because  if  there  is  not  sufficient  demand 
for  the  products  of  crude  oil,  then  the  mere  fact  that  replacement  cost 
is  not  being  obtained  would  not  induce  any  purchaser  to  pay  replace- 
ment costs. 

Mr.  Jacobsen.  I  think  it  would,  to  some  extent. 

The  CHAiEMAisr.  Long  before  the  OPA  ever  came  into  existence,  the 
price  of  oil  dropped  to  very  low  levels  under  the  ordinary  economic 
laws. 

Mr.  Jacobsen.  That  is  quite  right. 

The  CHAiRMAisr.  So  that  when  you  lift  Government  controls  of  any 
kind,  then  you  restore  the  ordinary  economic  law. 

Mr.  Jacobsex.  That  is  right. 

The  Chairman.  Then  the  producer  of  crude  oil  must  depend  upon 
a  market  for  his  price. 

Mr.  Jacobsen.  That  is  quite  right,  sir.  The  greatest  increase  in  the 
replacement  cost  has  taken  place  during  the  last  5  years,  while  we  have 
been  under  OPA  control. 

The  reaction,  in  my  opinion,  of  the  crude  oil  buyers,  the  refiners  of 
the  country,  would  be  this :  It  is  to  their  long- view  interest  to  have 
more  exploration  carried  out.  It  is  to  their  own  interest  to  carry  out 
more  exploration  themselves.  If  you  take  the  ordinary  independent 
producer,  you  have,  roughly  speaking,  this  situation.  He  has  a  certain 
income  which  is  derived  from  the  crude  that  he  sells.  He  has  certain 
expenses  which  he  must  meet.  He  has  to  pay  his  staff,  the  light  bill, 
the  telephone  bills,  office  rent,  taxes,  operating  expenses,  and  so  on. 
Then  he  has  to  pay  himself  a  salary  or  dividends  on  his  stock,  in  which- 
ever form  he  is  taking  his  living  expense.  Then,  generally  speaking, 
what  is  left  over  after  paying  his  necessary  expenses  is  what  he  has 
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available  to  look  for  new  oil.  And  that  is  where  most  of  it  goes.  Then, 
when  he  has  more  money  available,  he  goes  and  drills  more  wells  and 
takes  more  leases.  That  brings  about  the  finding  of  more  oil,  which 
the  industry  as  a  whole  is  interested  in.  And  the  interest  in  that  respect 
of  the  mojor  companies  is  the  same  as  that  of  the  independents,  on  a 
bigger  scale,  but  fundamentally  the  same.  My  firm  conviction  is  that 
if  OPA  lifts  its  price  control,  the  major  companies,  followed  by  the 
independent  refiners,  would  say,  "Oil  is  undervalued,  and  we  will  raise 
the  price." 

Just  what  the  figure  would  be,  I  do  not  know.  It  would  not  be  any- 
thing exorbitant.  They  would  then  sell  gasoline  at  a  slightly  higher 
price,  and  with  42  gallons  in  a  barrel,  it  does  not  take  much  of  an  in- 
crease per  gallon  of  gasoline  to  provide  for  the  increase  in  the  price  of 
crude.  They  would  raise  the  price  of  refined  products  proportionate- 
ly, and  we  would  see  an  acceleration  of  exploratory  efforts  throughout 
the  country. 

That  is  my  idea  of  what  would  happen. 

The  Chairman.  Thank  you. 

Mr.  England.  Mr.  Chairman? 

The  Chairman.  Mr.  England. 

Mr.  England.  The  remark  that  you  made  a  while  ago  about  what 
would  happen  if  prices  were  increased  in  this  country  called  my  atten- 
tion to  this  item.  This  is  from  the  Federal  Trade  Commission  report 
of  1927,  on  Prices,  Profits,  and  Competition  in  the  Petroleum  Industry, 
page  113 : 

In  1920  crude-petroleum  prices  were  advanced  in  January  and  early  February 
and  maintained  throughout  the  year  at  the  highest  level  ever  attained  since  the 
earliest  years  of  the  petroleum  industry.  Production  increased  gradually  from 
34,000,000  barrels  in  January  to  almost  39,000,000  barrels  in  December,  a  gain 
of  nearly  15  percent. 

That  was  under  the  stimulus  of  high  prices.     [Continues  reading :] 

Net  imports  showed  an  even  greater  increase  from  5,825,000  barrels  in  January 
to  12,023,000  barrels  in  December,  or  about  106  percent. 

That  statement  made  here  a  while  ago  is  absolutely  what  would  be 
repeated.  If  the  price  were  increased  here,  there  would  be  a  flow  of 
imports. 

Mr.  Jacobsen.  You  mean  if  the  price  were  increased  dispropor- 
tionately ? 

Mr.  England.  That  is  right.  Even  if  it  was  increased  at  all,  you 
would  probably  have  some  increase  of  imports. 

Now,  here  is  one  thing  that  I  have  not  seen  mentioned  by  anyone 
in  these  hearings,  and  the  Commission  was  so  impressed  with  it  that 
it  quoted  (p.  108)  from  Walter  C.  Teagle : 

Under  date  of  March  12,  1927,  Walter  C.  Teagle,  president  of  the  Standard 
Oil  Co.  (New  Jersey),  called  attention  to  the  significance  of  crude  petroleum 
stocks  in  part  as  follows : 

"There  are  three  principal  statistics  of  equal  importance.  These  are  the  figures 
showing  stocks  above  ground,  current  production,  and  current  consumption. 
Almost  everyone  in  the  oil  business  is  familiar  with  the  figures  as  to  the  latter 
two,  but  few  indeed  pay  any  attention  to  the  first  item.  Just  as  soon  as  a  barrel 
of  oil  has  been  paid  for  and  put  into  storage  it  ceases  to  exist  in  our  minds,  and 
yet  as  a  matter  of  fact  this  is  one  of  the  three  legs  of  the  tripod  on  which  the 
price  structure  rests.  It  was  the  industi-y's  failure  to  keep  this  leg  of  the  tripod 
in  adjustment  with  the  other  two  that  caused  the  present  upset.  The  purchasing 
companies  and  the  refiners  are  paying  the  bill  for  carrying  this  oil,  but  they  must 
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pass  along  a  share  to  the  producers  in  the  form  of  price  changes  at  tlie  wells. 
Of  late  years,  the  slightest  excess  of  consumption  over  production  has  served  to 
stimulate  renewed  efforts  to  bring  in  more  wells,  with  the  result  that  the  industry 
is  keeping  itself  poor  by  an  overproduction  which  makes  for  low  prices,  while  it 
is  paying  more  than  $130,000,000  a  year  for  carrying  a  reserve  above  ground  which 
has  not  been  used  as  a  reserve. 

Senator  Mooee.  That  has  changed  altogether.  That  whole  policy 
of  excess  storage  is  entirely  changed,  and  is  not  being  practiced  any 
more. 

Mr.  England.  Yes,  I  know,  but  we  still  have  stocks  sometimes. 
As  I  understand  now,  Senator  Moore,  gasoline  stocks  are  very  heavy. 
It  does  not  make  any  difference  whether  the  industry  carries  it  as 
crude  or  as  refined  products,  but  carrying  stocks  is  an  expensive 
luxury. 

Senator  Mooke.  It  is  so  expensive  and  so  uneconomical  that  it  is 
not  practiced,  of  course,  as  much  as  it  was  at  the  time  he  was  making 
that  statement. 

Mr.  Jacobsen.  That  is  right. 

Mr.  England.  That  is  true. 

The  Chairman.  As  this  telegram  indicates,  there  are  stocks  of 
gasoline. 

Mr.  England.  There  are  stocks  of  gasoline  now. 

Mr.  Jacobsen.  Yes,  sir. 

The  Chairman.  And  the  Texas  commission  seems  to  feel  that  there 
is  some  sort  of  surplus  of  crude.  I  think  it  would  be  an  interesting 
thing  if  we  could  find  out  approximately  what  the  situation  is  today 
with  respect  to  stocks  of  crude,  current  production,  and  current 
demand,  and  the  same  with  respect  to  the  other  oil  products. 

Senator  Moore.  Hasn't  the  railroad  commission  attempted  to  cut 
back  production  considerably  in  the  last  few  months  ? 

Mr.  Jacobsen.  Yes,  sir ;  they  have. 

Senator  Moore.  So  the  stocks  of  crude  oil,  while  they  may  have 
built  up,  are  not  built  up  excessively. 

Mr.  Jacobsen.  I  would  say  not,  and  furthermore  I  would  point  out 
that  it  is  a  normal  situation  to  increase  gasoline  stocks  at  the  begin- 
ning of  the  heavy  consuming  season. 

Mr.  England.  That  is  right. 

Mr.  Jacobsen.  That  is,  during  the  spring  and  summer. 

The  Chairman.  Do  you  have  any  figures  on  that  ? 

Mr.  Jacobsen.  I  do  not,  sir. 

The  Chairman.  Do  you,  Mr.  England  ? 

Mr.  England.  I  have  nothing  up  to  date,  sir. 

The  Chairman.  How  about  the  Army,  Colonel  Wright? 

Colonel  Wright.  Mr.  Chairman,  the  stocks  of  crude  in  storage  have 
been  increasing  week  by  week,  not  to  any  large  extent. 

The  Chairman.  Do  you  have  any  current  figures  on  it? 

Colonel  Wright.  Not  with  me,  no. 

The  Chairman.  But  you  have  them  in  your  office? 

Colonel  Wright.  Yes,  sir. 

The  Chairman.  Would  you  provide  them  for  the  committee  ? 

Colonel  Wright.  Yes,  sir. 

The  Chairman.  And  Captain  Franchot,  does  the  Navy  have  current 
statistics  on  this  question  ? 

Captain  Franchot.  I  think  the  figures  for  the  Navy  are  made  up 
jointly  with  the  Army.     This  whole  subject  is  handled  jointly. 
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The  Chaikman.  Mr.  Boyd,  how  about  the  American  Petroleum 
Institute  ? 

Mr.  Boyd.  Yes ;  we  have  them. 

The  Chairman.  The  committee  will  appreciate  getting  the  report 
on  that. 

Mr.  BoTD.  Mr.  Chairman,  may  I  just  say  here  in  that  connection, 
gasoline  stocks  are  higher  than  they  have  ever  been  in  the  industry's 
history,  about  105,000,000  barrels  now,  as  compared  with  normal 
stocks  of  about  90,000,000.  There  is  a  surplus  of  crude  in  storage. 
There  is  a  shortage  of  fuel  oil,  burning  oils,  for  the  Navy  and  the  War 
Shipping  Administration.  In  order  to  get  the  type  of  crude  to  make 
that,  you  have  to  get  heavy  crude;  otherwise  you  increase  these 
gasoline  stocks. 

Now,  the  present  price  of  gasoline  is  three-fourths  of  a  cent  below 
the  OPA  ceiling,  and  gasoline  is  running  out  of  everybody's  ears  at 
the  present  time.  If  you  go  and  make  fuel  oil  for  the  Navy  and  the 
War  Shipping  Administration,  you  have  to  make  some  more  gasoline. 
Therefore,  the  tendency  would  be  to  increase  the  price  of  fuel  oil  and 
lower  the  price  of  gasoline,  even  if  the  price  of  crude  went  up. 

The  crude  oil  that  is  in  storage  does  not  provide  the  type  of  crude 
that  is  needed  to  make  this  fuel  oil,  and  overcome  the  short  stocks 
of  fuel  oil.  There  has  to  be  some  heavy  crude  pulled  out  of  the  ground 
for  that  purpose.  Otherwise,  if  you  take  the  light  content  crude  that 
is  full  of  gasoline,  in  order  to  get  a  small  quantity  of  fuel  oil,  then 
you  continue  to  drive  up  your  gasoline  stocks,  which  drives  down  your 
price  of  gasoline. 

In  your  over-all  picture,  even  though  you  would  have  an  increase  in 
the  price  of  crude,  which  you  would  have  if  you  took  the  ceilings  off, 
probably,  as  Mr.  Jacobsen  said,  in  a  very  short  time,  the  whole  thing 
would  level  out.  Some  would  go  up  and  some  would  go  down.  But 
there  is  no  earthly  reason  why  OPA  should  not  increase  the  price  of 
crude  tomorrow,  and  if  they  do  they  would  get  all  the  fuel  the  Navy 
and  the  merchant  marine  need. 

Senator  Moore.  And  the  prices  on  the  products  ? 

Colonel  Wright.  Yes. 

Mr.  BoYD.  Yes. 

Mr.  England.  Mr.  Boyd,  the  tendency  should  be  to  increase  the 
heavy  crudes? 

Mr.  BoTD.  That  is  right,  of  course.  At  the  present  time,  the  industry 
cannot  increase  these  crudes  without  going  in  the  red,  and  it  is  one 
of  the  biggest  and  most  serious  problems  in  Washington  today. 

The  Chairman.  Captain  Franchot,  that  was  your  statement  the 
other  day  ? 

Captain  Franchot.  Yes,  sir.    All  I  can  do  now  is  to  emphasize  it. 

The  Chairman.  And,  Colonel  Wright,  you  also  made  that 
statement  ? 

Colonel  Wright.  Yes. 

Mr.  BoTD.  Colonel,  the  Army  and  Navy  Petroleum  Board  could  give 
us  these  figures  in  15  minutes  if  somebody  would  ask  for  them. 

Colonel  Wright.  Yes ;  we  have  them  down  there. 

The  Chairman.  If  you  will  provide  them  for  us,  we  will  appreciate 
it. 

You  may  proceed,  Mr.  Jacobsen. 
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Mr.  Jacobsen.  Thank  you,  sir. 

Questions  were  asked  regarding  the  practical  means  of  determining 
and  regulating  the  volmne  of  foreign  oil  that  should  be  imported  into 
this  country,  bearing  in  mind  that  such  a  system  would  of  necessity 
have  to  be  flexible  to  meet  changing  conditions.  The  suggestion  was 
made  that  it  would  probably  have  to  be  some  combination  of  tariff 
or  excise  tax  together  with  a  limitation  on  volume.  Mr.  H.  B.  Fell 
made  the  specific  recommendation  that  an  import  program  be  for- 
mulated by  the  State  Department  in  conference  with  representatives 
of  domestic  producers  and  the  importing  companies. 

The  extension  by  the  farm  cooperative  societies  into  the  oil  business 
came  in  for  considerable  discussion.  It  was  pointed  out  that  they 
are  not  only  engaged  in  the  marketing  of  gasoline  and  other  oil  prod- 
ucts on  a  big  scale,  selling  not  only  to  their  members  but  to  the  public 
at  large,  but  that  they  have  gone  into  all  the  other  branches  of  the 
business — producing,  transportation,  and  refining.  None  of  the  wit- 
nesses took  exception  to  the  original  objective  of  the  farm  cooperatives, 
but  the  claim  was  made  that  they  have  gone  much  further  than  is 
justified  and  that  they  enjoy  such  special  advantages  with  freedom 
from  income  taxes  and  in  many  other  respects,  that  they  are  in  a 
privileged  and  entirely  unfair  competitive  position  vis-a-vis  the  inde- 
pendent operator. 

Practically  each  and  every  one  of  the  problems  of  the  independents 
as  stated  before  your  committee  goes  back  to  the  one  question  of  price. 
A  better  price  would  enable  the  independent  to  increase  his  explora- 
tory activities ;  it  would  prevent  the  premature  abandoning  of  stripper 
wells ;  it  would  permit  the  employment  of  secondary  recovery  methods 
in  a  great  many  fields,  and  the  same  matter  of  price  is^  of  course,  back 
of  the  fear  of  excessive  imports  of  foreign  oil.  Evidence  was  pro- 
duced before  your  committee  showing  that  the  price  at  which  crude  oil 
was  frozen  throughout  the  war  period  has  been  disproportionately 
low  in  relation  to  other  commodities,  and  detailed  evidence  was  fur- 
nished showing  the  continuous,  unrelenting,  but  unsuccessful  efforts 
since  July  1941,  to  get  the  OPA  to  lift  the  ceiling.  A  paper  read  to 
you  by  Mr.  Merle  Becker  shows  40  different  individual  actions  between 
July  1941  and  June  1945  by  the  independents  and  others  in  connection 
with  the  efforts  to  secure  a  better  price  for  crude.  All  witnesses 
agreed  that  the  small  increase  of  10  cents  per  barrel  which  has  recently 
been  granted  and  which  will  go  into  effect  on  the  29th  of  this  month 
is  wholly  inadequate.  It  was  also  pointed  out  to  you  that  the  rigid 
ceilings  imposed  by  OPA  on  various  refined  products  have  created 
serious  shortages  in  some  products  and  surplus  production  in  others, 
and  all  the  industry  witnesses  who  touched  on  the  subject  made  a 
strong  plea  for  the  immediate  and  total  withdrawal  of  OPA's  au- 
thority over  the  oil  industry.  It  was  pointed  out  to  you  that  the 
highest  authorities  within  the  OPA  have  repeatedly  stated  that  there 
is  no  cause  for  price  control  in  an  industry  which  is  able  to  supply 
the  full  public  demand  for  all  its  products,  and  that  the  oil  industry 
finds  itself  in  this  position. 

The  situation  of  the  independent  refiners  and  the  particular  prob- 
lems with  which  they  have  to  contend  were  presented  to  you  by 
Mr.  Fayette  B.  Dow.  While  some  of  the  independent  refiners  are 
partially  integrated,  the  typical  independent  refiner  as  described  by 
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Mr.  Dow,  is  one  who  "buys  the  greater  part  of  his  crude  oil  from 
independent  producers,  rennes  it  and  sells  it  to  the  independent  mar- 
keters, through  whom  it  reaches  the  consuming  public."  With  no 
production  of  his  own  on  the  one  hand,  and  no  retail  marketing  out- 
lets on  the  other,  the  independent  refiner  frequently  finds  himself  in 
a  difficult  position  which  is  accentuated  in  periods  of  a  tight  crude  oil 
market.  The  point  was  made  that  whereas  the  integrated  companies 
usually  locate  their  refineries  near  their  market  or  on  the  coast,  the 
independent  refiner  has  generally  placed  his  plant  at  or  close  to  the 
point  of  production,  although  one  witness  stated  that  while  this  was 
true  in  the  past,  the  more  recent  trend  among  independent  refiners  is 
to  follow  the  example  of  the  major  companies  with  respect  to  the 
location  of  their  plants.  Mr.  Dow  spoke  of  small  independent  refin- 
ers who  frequently  locate  their  plants  at  or  close  to  new  large  oil 
fields.  Wliile  crude  is  plentiful  such  refineries  enjoy  a  temporary 
measure  of  success,  but  when  the  supply  of  crude  available  to  such 
refineries  is  cut  down  either  by  the  natural  decline  of  the  field  or  by 
increased  demand,  such  refineries  find  themselves  in  a  serious  situation 
and  are  frequently  forced  to  shut  down.  It  is  undoubtedly  a  fact 
that  many  such  renneries  were  never  economically  justified  and  should 
not  have  been  built  in  the  first  place.  Mr.  Dow  made  it  clear  that  the 
statements  in  his  paper  do  not  have  reference  to  refineries  of  this  type. 
Mr.  Dow  emphasized  that  the  refining  business  requires  a  consid- 
erable outlay  of  capital,  and  said  that — 

A  typical  independent  refining  company  may  have  an  investment  of  2  or  4  or  6 
million  dollars,  or  more  than  that;  but  it  would  still  be  a  small  enterprise,  a 
hazardous  and  marginal  enterprise,  compared  with  its  major  company  com- 
petitors. 

These  independent  refiners  process  approximately  one-sixth  of  the 
total  crude  oil  refined  in  the  country.  Mr.  Dow  called  attention  to 
the  difficulties  in  which  the  independent  refiners  will  find  themselves  if 
an  increased  price  in  crude  is  not  accompanied  by  corresponding  ad- 
vances in  refined  products  and  if  excessive  imports  of  crude  oil  should 
upset  the  domestic  market. 

With  reference  to  the  competitive  position  of  the  independent  re- 
finers as  against  the  major  companies,  I  quote  as  follows  from  Mr. 
Dow's  testimony : 

To  one  who  has  observed  the  changes  in  the  oil  industry  over  a  considerable 
period  of  years  and  has  read  the  still  earlier  history,  there  is  a  significant  fact 
which  is  revealed  in  this  correspondence.  It  is  that  the  antagonisms,  the  ill 
feeling,  indeed  the  bitterness,  which  were  common  among  the  independents  of 
40  j^ears  ago,  against  the  single  major  oil  company  of  that  day,  no  longer  appear. 
The  competition  of  today  is  intensely  keen ;  the  going  is  hard  at  times  for  the 
independents,  to  attain  success  or  even  to  survive ;  there  are  practices,  chiefly  in 
the  marketing  field,  which  some  independents  regard  as  uneconomic  or  unlawful, 
or  both.  But  the  record  indicates  that  the  competition,  although  tough,  has  been 
progressively  cleaner.  There  is  no  charge  of  malice.  No  one  has  written  me 
suggesting  that  the  executives  of  the  major  oil  companies  are  sitting  up  nights 
planning  evil  ways  of  putting  the  independents  out  of  business. 

Statements  made  to  you  by  Mr.  Charles  R.  Bell  emphasize  the  para- 
mount importance  of  maintaining  and  confirming  the  tax  provisions 
which  have  been  in  effect  for  more  than  a  quarter  of  a  century  and  on 
the  basis  of  which  the  oil  industry  has  been  built ;  namely,  the  statutory 
depletion  allowance  and  the  right  to  charge  off  intangible  drilling  costs 
currently.    Mr.  Bell  stressed  the  importance  of  permanence  and  stabil- 
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ity  of  such  tax  provisions  and  called  attention  to  the  serious  conse- 
quences of  sudden  changes  made  administratively  by  the  Bureau  of 
Internal  Revenue,  as  for  instance,  in  their  sudden  reversal  3  or  4 
years  ago  of  the  deductibility  of  geological  and  geophysical  expenses. 
It  was  recommended  that  the  deductibility  of  such  expenses  as  well  as 
of  intangible  drilling  costs,  be  specifically  embodied  in  the  tax  law. 

A  number  of  independent  witnesses  made  a  strong  plea  for  a  perma- 
nent price  differential  in  favor  of  production  from  stripper  wells,  by 
means  of  some  sort  of  Federal  subsidy.  It  was  claimed  in  favor  of 
this  proposal  that  such  subsidy  is  necessary  to  allow  the  stripper-well 
operator  to  continue  in  business,  to  enable  him  to  apply  modern  sec- 
ondary recovery  methods,  and  to  avoid  the  premature  abandonment 
of  many  thousands  of  stripper  wells  with  billions  of  barrels  of  oil. 
Some  witnesses  stated  that  an  adequate  price  for  all  crude  would  solve 
the  stripper- well  problem,  but  others  took  the  stand  that  they  felt  satis- 
fied the  general  crude  price  would  never  be  high  enough  and  that  a 
differential  in  favor  of  stripper  oil  should  be  maintained  irrespective 
of  the  general  price  for  crude. 

Against  this  principle  of  a  special  subsidy  for  stripper  oil,  the  argu- 
ments were  made  that  the  proposal  is  economically  unsound  for  the 
reason  that  stripper  oil  is  not  worth  more  than  other  oil  and  therefore 
should  not  carry  a  higher  price;  that  such  special  treatment  for  strip- 
per oil  would  in  effect  be  Government  price  fixing,  which  was  not 
favored  by  any  of  the  witnesses ;  that  it  would  place  a  premium  on  in- 
efficiency since  no  matter  where  the  dividing  line  between  stripper  and 
non-stripper  wells  is  placed,  there  will  be  a  vast  number  of  cases  fair- 
ly close  to  the  border  line  where  the  producer  will  get  more  money  for 
producing  less,  and  where  there  would  consequently  be  a  penalty  on 
improvement  of  production  methods,  and  that  the  proposal  would  be 
unfair  to  one  producer  with  wells  slightly  above  the  stripper  class 
while  his  neighbor's  wells  producing  a  few  barrels  less  per  day  would 
be  in  the  stripper  class  and  consequently  benefit  by  a  special  bonus. 

Mr.  Eraser.  Mr.  Jacobsen,  if  the  subsidy  were  to  take  the  form  of 
being  paid  on  all  the  oil  produced  from  every  well  in  the  country,  up 
to  so  many  barrels 

Mr.  Jacobsen  (interposing).  Per  well? 

Mr.  Fraser.  Per  well. 

Mr.  Jacobsen.  Per  day? 

Mr.  Fraser.  Per  day. 

Mr.  Jacobsen.  Yes,  sir. 

Mr.  Fraser  (continuing).  And  then  no  subsidy  from  that  point  on, 
then  would  there  be  an  inducement  to  the  stripper  operator  to  keep  on 
producing  ? 

Mr.  Jacobsen.  Yes;  but  there  would  not  be,  when  you  got  to  the 
level  at  which  point  the  stripper  well  stops. 

The  Chairman.  If  you  stopped  at  five  barrels,  then,  the  six-barrel 
producer  would  be  out  of  luck  ? 

Mr.  Jacobsen.  Precisely.  If  you  stop  at  10,  then  the  ll-barrel  pro- 
ducer would  be  hurt. 

Mr.  Fraser.  No  ;  the  six-barrel  producer  would  get  the  subsidy  on 
the  first  5  barrels. 

Mr.  Jacobsen.  Yes ;  but  then  he  would  be  better  off  to  produce  only 
5  barrels.    There  is  only  a  certain  quantity  of  oil  underlying  his  prop- 
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erty.  Suppose,  for  instance,  an  independent  producer  has  an  80- 
acre  lease.  Let  us  assume  he  estimates  that  there  are  3,000  barrels  per 
acre  underlying  his  lease.  That  is  a  total  of  240,000  barrels.  He  will 
figure,  then,  that  in  the  course  of  time  he  will  get  out  240,000  barrels, 
and  he  cannot  get  any  more  because  there  is  not  any  more.  He  would 
be  better  off,  in  the  case  that  we  have  mentioned,  by  producing  only  the 
oil  for  which  he  will  get  the  higher  price,  and  leave  the  other  to  come 
later  on,  because  if  the  stripper  bonus  is,  say,  50  cents  a  barrel,  he  would 
be  getting  that  much  more  money  for  the  oil  that  is  produced  at  the 
low  level. 

My  personal  objection  to  it  is  largely  the  one  that  I  mentioned,  that 
it  puts  a  premium  on  inefficiency.  The  whole  tendency,  the  whole 
trend  of  oil  production,  and  refining  as  well  for  that  matter,  has 
been  improved  technology.  We  have  all  bragged  about  it.  The  major 
companies,  the  independents — we  were  not  particularly  modest,  either, 
about  claiming  our  share  of  the  credit  for  advancing  technology — all 
bragged  about  it.  We  claimed  that  one  of  the  reasons  we  wanted  the 
higher  price  for  oil  is  to  enable  us  to  continue  all  these  technological 
improvements.  Now,  then,  to  have  a  situation  where  you  put  a  pre- 
mium on  producing  less,  where  you  stifle  that  effort,  at  least  in  respect 
to  a  certain  segment  of  the  industry,  to  my  mind  runs  contrary  to 
common  sense. 

Senator  Mooke.  That  is  a  pretty  strong  statement. 

Mr.  Jacobsen.  Do  you  disagree  with  it? 

Senator  Moore.  I  do  not  disagree  with  it,  but  there  are  some  pretty 
substantial  men  who  testified  on  that  proposal. 

Mr.  Jacobsen.  That  is  right.  I  want  to  give  my  own  opinion. 
Theirs  is  probably  better  than  mine,  but  I  am  here  to  give  my  opinion. 

Senator  Moore.  No ;  I  do  not  disagree  with  you.  I  agree  with  you 
100  percent. 

Mr.  Jacobsen"  (resuming).  A  stripper  well  was  defined  as  one  in 
which  current  income  and  expenses  are  practically  in  balance,  and  it 
was  pointed  out  that  whereas  practically  every  gusher  in  time  becomes 
a  stripper  well,  not  every  stripper  has  been  a  gusher,  and  it  was  also 
made  clear  that  not  all  stripper  wells  are  susceptible  to  the  successful 
application  of  secondary  recovery  methods. 

Mr.  Fraser.  That  puzzles  me  a  little.  Supposing  a  well  produces 
2,000  barrels  a  day,  but  the  expense  of  getting  it  out  just  balances  the 
income.     You  would  not  call  this  a  stripper  well  ? 

Mr.  Jacobsen.  It  could  not  happen  in  the  case  that  you  mention. 
I  mean,  you  could  not  possibly  have  a  well  producing  as  much  as  2,000 
barrels  a  day  that  would  not  pay. 

Mr.  Fraser.  Take  a  lower  figure ;  take  150  barrels. 

Mr.  Jacobsen.  You  could  have  that.  Suppose  you  had  a  well  that 
was  quite  deep  that  produced  a  lot  of  water  with  the  oil  and  still  did 
not  have  enough  hydrostatic  pressure  to  flow.  Then  you  would  have 
to  pump  the  oil  from  a  considerable  depth,  and  might  have  to  pump 
4,000  barrels  of  water  in  order  to  get  the  150  barrels  of  oil.  I  admit 
it  would  be  rather  an  extreme  case,  but  you  could  have  a  case  like  that 
where,  even  with  150  barrels  a  day,  you  would  still  be  barely  balancing. 

Mr.  Fraser.  And  would  that  be  a  stripper  well  ? 

Mr.  Jacobsen.  That  would  be  a  stripper  well. 

Senator  Moore.  That  would  be  a  hardship  well,  as  interpreted  by 
OPA. 
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Mr.  Jacobsex.  Yes ;  by  OPA.  But  it  would  be  a  stripper  well  under 
the  definition  made  by  one  of  the  independents  the  other  day  where  he 
said  that  a  stripper  well  is  one  in  which  income  and  outgo  are  just 
about  in  a  balance.     So,  in  that  case,  that  would  be  a  stripper  well. 

Captain  Franchot.  Of  coui^e,  you  might  have  such  a  condition 
existing  where  you  are  pumping  purely  to  protect  another  property, 
to  keep  your  water  from  encroaching  on  it. 

Mr.  Jacobsen.  Quite  true. 

Captain  Fkanchot.  I  was  just  clarifying  your  definition  so  there 
would  not  be  any  question  about  it. 

Mr.  Jacobsex  (resuming)  : 

Bearing  in  mind  that  practically  all  wells  in  time  become  strippers, 
the  question  was  asked  how  the  ownership  of  the  stripper  wells  of  the 
country  is  divided  between  independents  and  majors,  but  no  informa- 
tion was  available  on  that  score. 

It  was  pointed  out  that  while  a  higher  price  for  crude  oil  will  clearly 
prolong  the  productive  life  of  stripper  wells,  all  wells  will  eventually 
have  to  be  abandoned  with  some  oil  left  underground  no  matter  what 
the  price  of  crude  may  be  within  reasonable  limits. 

On  this  subject  of  a  permanent  subsidy  for  stripper  well  production, 
Mr.  H.  B.  Fell,  who  summed  up  the  testimony  of  the  independents, 
made  the  following  recommendation : 

An  appropriate,  Government  agency  might  be  authorized  to  make  a  study  to 
determine  whether  stripper  well  reserves  are  of  sufficient  importance  to  our 
national  defense  to  justify  any  program  to  prevent  their  abandonment  and  to 
encourage  secondary  recovery  operations  when  crude  oil  prices  reach  too  low 
a  level  under  free  competition  and,  if  so,  to  recommend  specific  means  of  accom- 
plishing the  desired  pui-pose. 

One  subject  to  which  only  slight  reference  was  made  during  the  hear- 
ings is,  I  think,  worth  a  few  remarks.  I  have  reference  to  the  fear 
prevalent  in  many  quarters  in  the  oil-producing  industry  that  the 
Federal  Power  Commission  will  endeavor  by  means  of  a  flank  attack 
on  the  industry  to  secure  direct  or  indirect  control  of  oil  production. 
It  is  feared  that  the  Federal  Power  Commission  may  ask  Congress 
for  extension  of  its  authority  to  include  control  at  the  well  of  the  gas 
which  is  produced  in  association  with  oil.  If  this  authority  were 
granted  to  the  Federal  Power  Commission,  it  would  in  effect  control 
the  production  of  oil.  If  the  Federal  Power  Commission  should  en- 
deavor to  secure  such  extension  of  control  in  any  form,  the  oil  industry 
hopes  that  Congress  will  strongly  sustain  the  principle  that  this  subject 
is  a  matter  solely  under  State  jurisdiction. 

The  Chairman.  Wliat  is  the  basis  of  this  fear  ? 

Mr.  Jacobsen.  The  general  behavior  of  the  Federal  Power  Com- 
mission. 

The  Chairman.  You  are  not  blaming  the  Federal  Power  Commis- 
sion for  the  sins  of  OPA  ? 

Mr.  Jacobsen.  No;  that  is  not  necessary.  They  have  enough  of 
their  own.    I  do  not  have  to  go  outside  their  sphere. 

They  have  shown,  as  we  in  the  oil  industry  see  it,  a  tendency  for 
years  of  extending  their  authority  and  grabbing  more  and  more  juris- 
diction. ^  They  have  been  paying  special  attention  to  the  question  of 
production.  They  have  asked  a  lot  of  questions  about  production 
and  production  methods  and  production  costs.  It  just  looks  very 
suspicious,  and  we  are  afraid  of  it. 
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The  Chairman.  There  is  a  great  capacity  for  suspicion  abroad  in 
the  country,  is  there  not? 

Mr.  Jacobsen.  Yes. 

Mr.  England.  Mr.  Jacobsen,  going  back  to  stripper  wells  for  just 
a  moment,  a  stripper  well  is  somewhat  like  the  poor,  is  it  not?  We 
always  have  them  with  us.  At  any  price  level,  you  will  always  have 
some  that  are  just  beneath  the  level. 

Mr.  Jacobsen.  That  is  quite  right,  whatever  it  will  be. 

Mr.  England.  So  this  recommendation  here  for  real  study,  it  seems 
to  me,  is  very  constructive. 

Mr.  Jacobsen.  What  you  say  is  right.  There  have  always  been 
stripper  wells,  wherever  you  put  the  limits. 

Mr.  England.  Yes,  sir. 

Mr,  Jacobsen.  To  resume  my  statement,  with  regard  to  a  national 
oil  policy : 

recommendations  regarding  a  national  oil  policy 

A  considerable  number  of  recommendations  were  made  by  the  many 
witnesses  who  have  appeared  before  you  during  this  whole  series  of 
hearings,  and  it  is  largely  a  matter  of  opinion  how  many  of  these  rec- 
ommendations are  of  sufficient  importance  to  be  embodied  in  a  general 
declaration  of  basic  policy.  I  think  it  is  fair  to  say  that  the  undeclared 
but  effective  policy  which  has  evolved  in  the  oil  industry  is  generally 
considered  satisfactory  by  the  representatives  of  the  industry,  inde- 
pendents and  majors  alike.  Specific  reference  to  this  subject  was  made 
by  Mr.  Russell  B.  Brown,  general  counsel  of  the  Independent  Petro- 
leum Association  of  America.  After  outlining  the  principal  elements 
of  the  de  facto  policy  which  has  evolved  in  the  industry,  Mr.  Brown 
stated  the  following : 

The  foregoing  are  some  of  the  broader  aspects  of  what  we  may  well  consider 
onr  national  oil  policy  as  it  has  existed.  It  is  my  belief  that  such  policy  needs 
little  elaboration  or  change  at  this  time  beyond  the  revision  of  laws  on  leasing  and 
development  of  public  lands  and  assurance  that  oil  imports  will  not  be  permitted 
to  vpeaken  our  domestic  industry. 

Mr.  O.  C.  Bailey  also  dealt  with  this  subject  in  the  following  terms : 

Will  the  Congress,  vphich  is  vested  with  the  authority  and  responsibilty  for 
formulating  a  national  oil  policy,  heed  the  advice  of  the  petroleum  industry  as 
contained  in  the  statement  of  policy  adopted  by  the  Petroleum  Industry  War 
Council  appointed  by  the  Petroleum  Administrator  for  War  and  endorsed  by 
practically  every  oil  operator  in  the  Nation  and  preserve  the  laws,  regulations, 
and  procedures  that  have  been  proven  to  be  sound?  Or,  will  it  follow  the  in- 
experienced advice  of  those  who  would  impose  upon  what  has  proven  to  be  the 
most  dynamic  industry  in  our  country  their  pet  theories  on  taxation,  regulation, 
Federal  Government  participation  and  competition  in  world  commerce? 

At  the  request  of  the  Petroleum  Administrator  for  War,  the  Petro- 
leum Industry  War  Council  gave  considerable  time  and  attention  to 
the  formulation  of  a  national  oil  policy  and  appointed  a  national  oil 
policy  committee  to  deal  with  the  subject.  The  result  of  these  efforts 
is  embodied  in  a  pamphlet  entitled  "Actions  by  Petroleum  Industry 
War  Council  Pertaining  to  a  Petroleum  Policy  for  the  United  States," 
a  copy  of  which  I  should  like  to  have  added  to  the  records  of  these  hear- 
ings. You  will  notice  that  the  recommendations  relative  to  a  national 
oil  policy  for  the  United  States  are  divided  into  three  sections,  namely, 
"A  Foreign  Oil  Policy  for  the  United  States"  (p.  3  of  the  pamphlet) , 
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"A  National  Oil  Policy  for  the  United  States"  (p.  7) ,  and  "Supplement 
to  the  Preliminary  Report  on  a  National  Oil  Policy  for  the  United 
States"  (p.  10).  A  mimeographed  page  in  front  of  the  pamphlet 
shows  the  final  approval  of  the  Petroleum  Industry  War  Council  of 
these  three  sets  of  recommendations  by  resolution  of  October  24,  1945. 
These  recommendations  have  been  given  the  widest  publicity  through- 
out the  oil  industry,  and  I  am  not  aware  of  any  opposition  voiced 
against  them  in  any  quarter. 

Mr.  Fraser.  Mr.  Jacobsen,  this  pamphlet  has  already  been  printed 
in  the  hearings  of  the  committee,  with  the  exception  of  that  resolution 
of  October  24,  1945.  Would  you  like  to  add  that  to  the  record,  that 
resolution  ? 

Mr.  Jacobsex.  Oh,  yes,  definitely.  And  I  do  not  know  if  it  can  be 
done,  but  I  would  really  be  quite  anxious  to  have  this  appear  in  con- 
junction with  the  others,  so  that  anyone  looking  at  one  would  have  the 
other  ready.    I  do  not  know  how  that  would  be. 

Mr.  Fraser.  You  mean  the  resolution  of  October  24, 1945,  to  be  in- 
serted at  the  point  that  the  pamphlet  was  printed  ? 

Mr.  Jacobsen.  Certainly. 

Mr.  Fraser.  I  do  not  believe  that  is  possible. 

Mr.  Jacobsen.  Can  you  print  it  again,  then  ? 

The  Chairman.  It  may  be  received  as  an  appendix  to  the  present 
hearing.     I  think  that  will  solve  it.     \_Infra,  p.  427.] 

Mr.  Jacobsen.  All  right. 

I  should  like  to  make  the  following  short  synopsis  and  paraphras- 
ing of  what  I  consider  the  most  important  elements  of  the  recom- 
mendations embodied  in  the  pamphlet  referred  to,  it  being  understood 
that  the  word  "oil"  also  applies  to  the  production  of  natural  gas : 

(1)  The  oil  industry  should  remain  a  free,  private,  competitive 
enterprise,  furnishing  its  own  capital,  and  managed  by  private  initia- 
tive. 

(2)  The  conservation  or  efficient  utilization  of  our  oil  resources,  and 
the  avoidance  of  waste,  are  matters  of  exclusive  State  jurisdiction. 

(3)  Continuation  and  positive  affirmation  of  the  Federal  tax  pro- 
visions in  effect  for  many  years,  relating  to  statutory  depletion,  ex- 
pensing of  intangible  drilling  costs,  et  cetera. 

(4)  Continuation  of  the  so-called  Connally  hot-oil  law,  forbidding 
the  use  of  interstate  means  of  transportation  for  oil  produced  in  viola- 
tion of  State  laws  and  regulations. 

(5)  Continuation  of  the  interstate  oil  compact. 

(6)  An  import  policy  which  will  permit  the  establishing  of  a  price 
for  crude  oil  high  enough  to  encourage  active  exploration,  full  pro- 
duction, and  technological  development  by  the  domestic  producer, 
but  not  so  high  as  to  prevent  foreign  oil  from  supplementing  our 
domestic  requirements  at  reasonable  prices,  if  at  any  time  our  full 
production  at  maximum  efficient  rates  should  not  be  sufficient  to  meet 
the  demand. 

(7)  American  nationals  operating  abroad  should  be  assured  of  the 
strong  and  active  diplomatic  support  of  their  Government  in  their 
operations  in  foreign  countries.  The  American  Government  should 
promote  and  facilitate  international  agreements  to  further  this 
objective. 

The  Chairman,  I  assume,  Mr.  Jacobsen,  with  respect  to  recom- 
mendation No.  1,  you  would  say  that  Federal  laws  which  are  designed 
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to  prevent  combinations  or  conspiracies  in  restraint  of  trade  should 
be  enforced  ? 

Mr.  Jacobsen.  Oil,  yes;  certainly.  [Resuming:] 

It  is  scarcely  necessary  to  stress  to  this  committee  that  the  oil- 
producing  industry  is  a  continuous  and  long-term  operation  involving 
geological  and  geophysical  exploration,  acquisition  of  leasehold,  drill- 
ing of  wildcat  Tvells — most  o,f  which  will  be  dry — and  development  of 
proven  fields.  Any  important  change  in  the  national  policy  which 
would  cause  a  disruption  in  this  continuity,  and  above  all  which  would 
cause  a  serious  diminution  in  the  exploratory  effort,  could  have  most 
serious  consequences  for  our  security  in  the  unhappy  event  of  another 
emergency.  It  was  the  fact  of  our  having  in  times  of  peace  developed 
a  strong,  vigorous,  healthy  oil  industry  that  enabled  us  to  supply  the 
oil  needed  for  the  last  war.  If,  as  a  result  of  any  unwise  change  in 
policy,  this  industry  should  be  allowed  to  languish  and  deteriorate, 
the  consequences  to  our  security  would  be  serious  indeed.  New  oil 
fields  cannot  be  delivered  on  short  notice  in  case  of  an  emergency, 
no  matter  how  much  money  the  country  is  willing  to  spend. 

I  would  like  to  say  just  one  or  two  words  in  explanation  of  that. 
If  we  go  into  a  period  of  emergency,  for  instance,  with  an  insufficient 
number  of  airplanes  available  to  us,  then  by  appropriating  the  neces- 
sary amount  of  money,  setting  aside  the  necessary  amount  of  material, 
and  supplying  the  necessary  number  of  men,  you  can  budget  in 
advance,  and  we  can  say  that  if  we  have  so  much  money  and  if  we 
have  so  much  material,  in  12  months  we  can  make  so  many  planes ;  in 
18  months  we  can  make  so  many;  and  in  2  years  so  many  planes. 

If  we  find  ourselves  with  insufficient  oil  productive  capacity ;  if,  for 
instance,  we  have  gone  down  to,  let  us  say,  a  productive  capacity  of 
3,000,000  barrels  a  day,  and  we  find  that  we  need  5,000,000 ;  then  nobody 
could  possibly  give  the  answer  to  the  question  as  to  when  we  will  be 
able  to  supply  2,000,000  barrels  a  day  more. 

You  could  not  go  to  the  industry  and  say,  "How  much  money  do  you 
want  and  how  long  a  time  will  it  take  you  to  raise  your  daily  produc- 
tion from  3,000,000  to  5,000,000  barrels?"  It  would  be  just  in  the  lap 
of  the  gods.    And  I  do  not  see  that  we  can  afford  to  take  the  chance. 

I  believe  I  can  confidently  speak  for  the  whole  American  oil  industry 
in  saying  that  if  the  recommendations  approved  by  the  Petroleum 
Industry  War  Council  by  resolution  of  October  24,  1945,  are  adopted 
as  the  national  oil  policy  of  the  United  States,  the  American  oil  indus- 
try will  be  best  enabled  to  continue  to  contribute  its  fullest  share  to  our 
future  national  security,  prosperity,  and  well-being. 

The  Chairman.  Are  there  any  questions  ?     [No  response.] 

We  have  interrupted  the  presentation  of  your  paper  by  frequent 
questions,  Mr.  Jacobsen.  Perhaps  the  ability  of  the  committee  and 
those  around  the  table  to  interrogate  has  been  exhausted. 

Mr.  Jacobsen.  That  may  have  happened. 

I  would  only  like  to  add  one  more  thing  for  the  record,  which  I  would 
like  printed  in  large  red  letters,  if  that  can  be  done.  That  would  be  to 
express  our  appreciation,  Mr.  Chairman  and  Senator  Moore,  and 
the  other  members  of  the  committee,  and  Mr.  Eraser,  for  the  way  in 
which  you  have  conducted  these  hearings.  It  has  been  a  pleasure  to 
work  with  you.  You  have  been  interested  in  only  one  thing,  namely, 
to  get  the  facts.     You  have  been  utterly  and  completely  impartial. 


THE  INDEPENDENT  PETROLEUM   COMPANY  427 

You  have  been  completely  fair.  You  have  assisted  the  witnesses. 
There  has  been  a  complete  absence  of  any  of  the  manifestations  that  are 
frequently  feared  by  businessmen  in  connection  with  a  senatorial 
investigation. 

The  Chairman.  We  did  not  take  any  fingerprints,  anyway. 

Mr.  Jacobsen.  You  certainly  did  not,  and  if  this  is  to  be  a  fair  sample 
of  the  way  senatorial  investigations  are  going  to  be  carried  out  in  the 
future,  I  think  you  will  have  to  charge  a  heavy  admission  fee  or  some- 
thing to  keep  people  away,  because  they  would  love  to  come  here. 

The  Chairman.  Thanli  you,  Mr.  Jacobsen.  You  are  very  kind. 
The  committee  will  take  a  bow. 

(The  following  is  the  text  of  the  pamphlet  referred  to  by  Mr. 
Jacobsen,  swpra^  p.  425 :) 

ACTIONS  BY 

PETROLEUM  INDUSTRY  WAR  COUNCIL 

PERTAINING  TO 

A  PETROLEUM  POLICY  FOR  THE 

UNITED  STATES 

Resolution 

Whereas,  on  January  12,  1944,  the  Petroleum  Industry  War  Council  approved 
sections  I  to  V  of  the  document  entitled  "A  Foreign  Oil  Policy  for  the  United 
States"  dated  November  5, 1943 ;  and 

Whereas,  on  March  1,  1944,  the  Petroleum  Industry  War  Council  approved  a 
preliminary  report  entitled  "A  National  Oil  Policy  for  the  United  States"  in 
which  the  principles  and  procedures  laid  down  in  the  afore-mentioned  document 
entitled  "A  Foreign  Oil  Policy  for  the  United  States"  are  recommended  as  an 
acceptable  policy  for  the  United  States ;  and 

Whereas  paragraph  3  of  article  II  and  subsection  (a)  of  paragraph  1  of 
article  IV  of  the  "Foreign  Oil  Policy  for  the  United  States"  are  more  clearly 
restated  and  defined  in  paragraph  8  of  section  II  of  the  National  Oil  Policy 
Report  vphich  sets  forth  the  proper  manner  of  dealing  vpith  oil  imports  into  the 
United  States  to  the  extent  that  such  imports  may  be  necessary  or  advisable; 
and 

Whereas  the  Petroleum  Industry  War  Council  now  desires  to  state  its  final 
views  with  regard  to  a  national  oil  and  gas  policy :  Now,  therefore,  be  it 

Resolved,  by  the  Petroleum  Industry  War  Council  that  subject  to  the  fore- 
going, the  following  three  documents  together  constitute  the  recommendation 
of  the  Petroleum  Industry  War  Council  for  a  national  oil  and  gas  policy  for  the 
United  States. 

I.  Sections  I  to  V  inclusive  of  the  document  entitled,  "A  Foreign  Oil  Policy 
for  the  United  States,"  dated  November  5, 1943. 

II.  A  document  entitled,  "A  National  Oil  Policy  for  the  United  States,"  ap- 
proved by  the  Petroleum  Industry  War  Council  on  March  1,  1944. 

III.  The  docuiment  entitled,  "Supplement  to  the  Preliminary  Report  on  a 
National  Oil  Policy  for  the  United  States,"  approved  by  the  Petroleum  Industry 
War  Council  on  May  16,  1945. 

Adopted :  Petroleum  Industry  War  Council,  October  24, 1945. 

Resolutions  Adopted  bt  the  Petkoleum  Industry  Wab  Council 

Pertaining  to 

A  Petroleum  Policy  fob  the  United  States 

DECEMBER  9,    1943 

The  Special  Committee  on  Foreign  Oil  Policy  has  examined  the  rei)ort  of  the 
Foreign  Operations  Committee  of  the  Petroleum  Administration  for  War  and 
endorses  the  policies  set  forth  therein,  but  desires  more  time  for  study  and  a 


428  THE   INDEPENDENT  PETROLEUM   COMPANY 

specific  recommendation  on  foreign  policy  which  will  be  presented  to  the  Petro- 
leum Industry  War  Council  at  its  January  meeting. 

The  committee  recommends  to  the  Council  the  adoption  of  the  following 
resolution : 

Whereas,  in  recognition  of  the  fact  that  private  capital  and  competitive  enter- 
prise have  developed  and  will  continue  to  develop  vast  foreign  oil  reserves  as 
well  as  a  great  domestic  oil  industry  which  constitute  a  great  and  indispensable 
bulwark  for  national  defense :  be  it 

Resolved,  That  the  Petroleum  Industry  War  Council  recommends  to  the  Petro- 
leum Administrator  for  War  that  the  immediate  war  necessity  and  the  con- 
tinuing necessity  for  the  acquisition,  exploration,  and  development  of  foreign  oil 
reserves  by  our  nationals  makes  it  imperative  that  our  nationals  be  afforded  all 
possible  diplomatic  protection  in  foreign  lands ;  be  it  further 

Resolved,  That  a  foreign  oil  policy  of  tlie  United  Slates  should  have  the  sup- 
port of  the  American  people  as  well  as  the  support  of  the  American  oil  industry. 
It  should  extend  to  our  nationals,  operating  in  foreign  countries,  the  encourage- 
ment and  effective  assistance  of  the  American  Government  in  their  foreign  oil 
exploration,  development,  or  operation  ;  be  it  further 

Resolved,  That  the  United  States  Government  should  under  no  circumstances 
acquire  title  or  ownership  or  directly  or  indirectly  engage  in  foreign  oil  ex- 
ploration, development,  or  operation, 

JANUAET   12,    1944 

The  Special  Committee  on  Foreign  Oil  Policy  has  carefully  considered  the* prob- 
lem of  foreign  oil  developments  and  has  reviewed  the  document  entitled  "A 
Foreign  Oil  Policy  for  the  United  States,"  prepared  by  the  Foreign  Operations 
Committee,  and  recommends  to  the  Petroleum  Industry  War  Council  the  approval 
of  the  following  report :  viz, 

1.  That  the  oil  resources  of  the  world  can  best  be  developed  by  private  enter- 
prise under  a  free  economy ; 

2.  That  a  foreign  oil  policy  should  be  established  at  once  by  the  United  States ; 

3.  That  such  a  policy  should  involve  strong  support  by  our  Government  to 
our  nationals  who  are  willing  and  able  to  play  an  important  role  in  the  deve- 
lopment of  the  oil  resources  of  the  world ; 

4.  That  our  Government  should  not  participate  either  directly  or  indirectly 
in  the  ownership  or  operation  of  foreign  properties ; 

5.  That  the  report  of  the  Foreign  Operations  Committee  is  a  sound  and  con- 
structive presentation  of  the  opinions  held  by  this  committee. 

That  report  outlines  the  factors  that  create  an  international  oil  problem ; 
emphasizes  the  special  interest  of  the  United  States  in  oil ;  presents  in  some 
detail  the  principles  that  should  underlie  a  sound  foreign  oil  policy;  and  out- 
lines those  aspects  of  the  problem  that  require  immediate  attention  as  well  as 
those  which  should  be  dealt  with  under  a  long-term  policy.  The  report  vigorously 
presents  the  advantages  of  private  enterprise  in  foreign  oil  development,  points 
to  the  great  achievements  already  made  by  American  nationals  in  this  field, 
and  gives  convincing  arguments  to  show  that  direct  or  indirect  participation  by 
the  United  States  Government  in  foreign  oil  developments  will  hamper  the 
diligent  and  efficient  prosecution  of  such  developments,  will  be  a  long  step  away 
from  democratic  procedure,  and  will  lead  to  endless  political  and  international 
complications. 

The  committee  finds  itself  in  accord  with  the  substance  of  the  report  and  en- 
dorses its  findings  as  expressed  in  sections  I  to  V  inclusive. 

With  regard  to  section  VI  which  gives  the  design  of  a  proposed  international 
oil  compact,  the  committee  has  not  completed  its  study  and  expresses  no  opinion 
at  this  time.  It  feels  that  no  immediate  action  on  this  particular  point  is  re- 
quired, as  the  nature  and  scope  of  this  compact  will  in  any  event  postpone  its 
implementation  until  the  world  is  again  at  peace. 

The  committee  urges  that  the  report  of  the  Foreign  Operations  Committee 
be  given  the  widest  publicity  both  within  the  oil  industry  and  among  citizens 
in  general.    These  matters  concern  not  only  the  oil  industry  but  the  entire  nation. 


The  Report  of  the  Foreign  Operations  Committee  of  the  Petroleum  Adminis- 
tration for  War,  referred  to  in  the  preceding  resolutions,  is  as  follows: 
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A  Foreign  Oil  Pomcy  fob  the  United   States 

FOBEWOED 

The  Foreign  Operations  Committee,  by  virtue  of  the  long  experience  of  its 
members  in  foreign  oil  developments,  its  realization  of  the  profoundly  important 
role  that  oil  is  deslined  to  play  in  postwar  reconstruction,  and  its  belief  that 
world-wide  oil  developments  by  our  own  nationals  will  not  only  add  to  the  secu- 
rity of  the  United  States  but  foster  the  social  and  economic  advancement  of  all 
peoples,  herewith  presents  a  program  of  principles  and  policies  designed  to 
advance  the  interests  of  the  United  States,  to  aid  in  the  constructive  development 
of  the  oil  resources  of  foreign  countries  by  American  nationals,  and  to  release 
the  creative  potentialities  inherent  in  petroleum  that  the  world  will  so  sorely 
need  with  the  coming  of  peace. 

I.   FACTORS   that  CREATE  AN   INTERNATIONAL  OIL  PROBLEM 

Various  characteristics  of  petroleum  create  in  the  international  sphere  highly 
specialized  problems  calling  for  foresight,  experience,  skill,  and  statesmanship  in 
their  solution. 

/.  Oil  is  a  unique  commodity 

Its  liquid  nature,  its  chemical  composition,  its  multiple  uses,  and  its  employ- 
ment in  great  volume  in  the  form  of  varied  derivatives,  give  rise  to  a  complex 
industrial  structure  appropriate  to  its  special  requirements. 

2.  Interest  in  oil  is  universal 

All  countries  are  consumers  of  petroleum,  most  countries  are  importers,  many 
countries  are  exporters.  Oil  is  used  in  every  part  of  the  world  and  is  essential 
to  all  industrial  activities.  It  is  also  the  chief  support  of  the  newer  forms  of 
transportation,  as  exemplified  in  the  motorcar,  the  truck,  the  Diesel  boat,  and  the 
airplane. 

S.  The  known  oil  resources  of  the  world  are  limited  and  concentrated 

Five  great  regions  contain  an  overwhelming  proportion  of  the  world's  oil. 
These  are:  the  United  States,  the  Soviet  Union,  the  Middle  East,  the  Far  East, 
and  the  Caribbean  area.  The  Middle  East  and  the  Caribbean  area  together 
probably  contain  more  known  oil  than  the  rest  of  the  world. 

4.  Oil   exploration  and  discovery  present  extraordinary  difficulties,  requiring 

rare  and  specialized  aMlities 
Undiscovered  oil  is  a  present  asset  to  no  one;  if  it  is  to  serve  an  economic 
purpose,  its  discovery  must  be  facilitated.     Most  of  the  oil  so  far  discovered  in 
the  world  has  been  found  either  by  American  enterprise  or  by  techniques  developed 
in  the  United  States. 

5.  Oil  is  charged  with  a  high  economic  potential 

Modern  industry  and  agriculture  depend  upon  oil,  and  social  advancement  may 
be  measured  in  terms  of  its  per  capita  use.  Oil  development  can  be  used  as  a 
catalytic  agent  for  economic  and  social  improvement  in  all  countries. 

G.  Oil  development  can  best  be  handled  by  private  enterprise 

(a)  Private  operations  reduce  the  political  dangers  inherent  in  the  interna- 
tional field. 

(&)  Private  enterprise  is  the  best  source  of  the  venture  capital  required  for 
the  undertaking. 

(c)  Private  enterprise  can  best  supply  and  develop  the  requisite  managerial  and 
engineering  techniques. 

(d)  Oil  operations  involve  exploration,  production,  transportation,  refining, 
and  distribution.  GoAeruments  entering  the  oil  business  in  one  area  will  soon 
find  themselves  extended,  directly  and  indirectly,  into  a  far-flung  complex  of 
international  complications  transcending  the  original  locus. 

n.    special  interest  of  the  united   STATES  IN  OIL 

/.  The  concern  of  the  United  States  with  world  affairs  is  inescapable 

As  a  result  of  world  developments,  the  United  States  has  an  inherent  interest 
in  the  assurance  of  peace  and  economic  stability  in  the  postwar  world. 
86112 — 16 28 
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Si.  Oil  developments  abroad  are  of  critical  importance  in  the  foreign  policy  of  the 
United  States 
The  United  States  is  concerned  with  the  promotion  of  measures  for  facilitating 
and  smoothing  the  necessary  expansion  of  the  world's  petroleum  industry,  without 
which  world  peace  and  economic  stability  will  be  more  difficult  of  attainment. 

S.  The  economy  of  the  United  States  probably  faces  partial  dependence  upon 
foreign  oil  resources 
Long  an  oil  exporter  on  balance,  the  United  States  may  face  a  significant 
change  in  its  status.  Evidence  points  to  the  imminence  of  a  shift  from  a  condi- 
tion in  which  this  country  has  surplus  oil  for  export  to  one  in  which  the  Nation 
will  become  a  net  importer  of  oil.  This  expected  change  will  make  the  economy 
of  the  United  States  partly  dependent  upon  foreign  oil  resources. 

i.  The  national  security  of  the  United  States  is  dependent  upon  adequate  world 
oil  developments 

Hhe  security  of  United  States  military  power  is  enhanced  by  having  adequate 
and  strategically  located  sources  of  oil  supplies  throughout  the  world  in  the 
hands  of  American  nationals, 

5.  The  Government  of  the  United  States  can  benefit  all  peoples  by  encouraging 

the  energy  of  private  enterprise  in  world  oil  developments 
In  addition  to  more  direct  imperatives,  the  United  States  faces  an  opportunity 
of  going  beyond  the  obvious  necessity  of  protecting  its  own  interests — an  oppor- 
tunity having  to  do  with  the  positive  objective  of  accelerating  world  reconstruc- 
tion and  raising  the  living  standards  of  all  countries. 

6.  The  proficiency  of  the  petroleum  industry  of  the  United  States  is  an  invaluable 

agent  for  promoting  postwar  reconstruction  and  industrial  advancement 

throughout  the  world 
The  United  States  possesses,  in  the  skill  of  its  own  nationals  in  oil  developments, 
an  asset  of  inestimable  value  not  only  to  this  country  but  to  all  other  countries. 
This  asset  may  be  galvanized  into  a  powerful  force  for  world  reconstruction  if 
implemented  by  a  national  policy  designed  to  this  end. 

m.   A   CONSTRUCTIVE  APPEOACH 

The  international  oil  problem  is  of  such  major  dimensions  that  the  Govern- 
ment of  the  United  States  should  not  only  take  action  with  respect  to  promoting 
the  interests  of  its  own  nationals,  but  should  also  assume  leadership  in  assuring 
the  collaboration  of  other  nations  and  the  coordination  of  oil  policies  among 
nations. 

1.  The  prosperity  and  security  of  all  peoples  require  the  efficient  and  orderly 
development  of  the  world's  oil  resources 

(a)  Efficient  and  orderly  development  involves  the  application  of  advanced 
engineering  practices,  and  especially  the  implementation  of  the  concept  of  the 
optimum  rate  of  production.^ 

( 6 )  The  universal  application  of  the  optimum-rate  principle  will  result  in  the 
development  of  surplus  producing  capacity  available  in  case  of  emergency.  Its 
advantages  have  been  fully  demonstrated  in  the  United  States  where  it  is  proving 
invaluable  during  the  war.  It  is  a  fortunate,  although  fortuitous,  circumstance 
that  the  principle  is  equally  advantageous  in  peace  and  war. 

(c)  Efficient  and  orderly  development  requires  that  the  producing  capacities 
of  the  various  sources  of  supply  be  balanced  with  the  needs  for  oil. 

(d)  Efficient  and  orderly  development  requires  a  clear  definition  of  tlie  respec- 
tive roles  of  private  enterprise  and  governments ;  dependability  of  contracts ; 
noninterference  with  operating  procedures  once  proper  rules  are  set ;  and  equal 
opportunity  among  competitors. 

(e)  Efficient  and  orderly  development  is  possible  only  if  contracts  are  respected 
by  the  parties  to  them,  and  if  means  are  available  for  prompt  and  equitable  solu- 
tion of  disputes  arising  under  them. 


1  The  "optimum  rate  of  production"  is  derived  from  the  fact  that  "an  oil  well  cannot 
be  operated  at  full  capacity  without  suffering  a  premature  decline  in  Its  rate  of  output  and 
an  ultimate  loss  underground  of  a  material  proportion  of  the  oil  that  otherwise  would 
be  recovered." 
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2.  The  national  oil  policy  of  the  United  States  should  aim  at  securing  for  Amer- 

ican nationals  access  to  the  world's  oil  resources  on  equal  terms  with  the 
nationals  of  all  other  countries 
(a)  National  policies  favoring  state  monopolies  and  discriminating  between 
nationals  of  different  countries  are  harmful  not  only  to  our  nationals  but  to  the 
nationals  of  all  countries. 

(6)  Duties  and  taxes  which  tend  to  restrict  consumption  are  harmful  to  all 
legitimate  interests  alike. 

(c)  While  fair  participation  by  foreign  countries  through  royalties  or  taxes  is 
desirable,  it  is  to  the  interest  of  all  countries  to  preserve  incentives  adequate  to 
attract  capital  and  insure  continuity  of  expansion. 

(d)  In  conducting  business  in  foreign  countries,  many  of  which  have  eco- 
nomic concepts  diifering  from  ours.  United  States  interests  must  conform  to  the 
laws  and  customs  of  the  countries  in  which  they  operate  if  they  are  to  do  business 
on  an  equal  footing  there  with  foreign  competitors.  Until  United  States  laws 
consistent  with  the  welfare  of  our  own  country  clearly  authorize  American  inter- 
ests to  compete  abroad  on  an  equal  basis  with  foreign  industry,  American  business 
in  other  countries  will  be  handicapped  and  American  foreign  trade  consequently 
sulfer. 

(e)  Even  with  equal  access  to  oil  resources  assured  to  United  States  nationals, 
it  will  be  illusory  unless  the  Government  undertakes  to  see  that  acquired  rights 
are  respected. 

3.  Oil  in  the  hands  of  nationals  of  the  United  States  is  equally  available  for  na- 

tional security  with  oil  owned  or  financially  shared  vn  by  the  Qovernment  of 
the  United  States 
(a)  Refineries  constructed  by  private  initiative  for  commercial  purposes  are 
likewise  available  during  war  for  the  needs  of  our  country. 

4.  The  Qovernment  of  the  United  States  should  encourage  private  American 

enterprise  to  engage  in  the  development  of  oil  resources  abroad 
(a)  Private  American  enterprise  has  already  demonstrated  its  ability  in  inter- 
national oil  developments. 

(6)  To  enhance  national  security  many  and  widely  distributed  sources  of 
products  for  military  supply  should  be  in  the  hands  of  United  States  nationals. 
Such  sources  have  been  developed  by  private  industry  and  in  many  areas  can  only 
be  so  developed.  Only  through  distributing  facilities  as  well  as  sources  of  supply 
can  these  requirements  be  assured. 

(c)  Many  countries  not  only  resent  but  prohibit  by  law  the  holding  of  natural 
resources  by  an  alien  government  either  directly  or  indirectly,  while  permitting 
private  capital  to  operate  freely.  Government  enterprise  may  thus  prove  a 
handicap  in  time  of  war,  as  recent  expepience  has  demonstrated. 

(d)  Any  direct  participation  by  the  Government  of  the  United  States  in  foreign 
oil  operations,  whether  alone  or  in  partnership  with  private  corporations,  will 
discourage  private  enterprise ;  and  will  not  only  increase  the  political  complica- 
tions but  will  retard  the  orderly  development  of  the  world's  oil  resources. 

(e)  The  scope  of  foreign  oil  developments  has  been  restricted  by  the  large 
number  of  risks  involved.  Some  of  these  risks  are  common  to  oil  exploration  and 
development  in  general,  but  in  addition  there  are  special  risks  arising  from 
conflicting  national  policies  endangering  the  continuity  of  operations.  Within 
the  United  States  the  latter  category  of  risks  is  absent  and  in  consequence  oil 
discovery  has  been  immeasurably  enhanced  by  the  multiple  efforts  of  great  num- 
bers of  operating  units.  Similarly,  these  benefits  can  be  gained  for  foreign  opera- 
tions by  measures  making  for  increased  stability.  The  Government  of  the 
United  States  can  serve  the  interests  of  a  greater  number  of  its  own  nationals 
and  at  the  same  time  promote  the  interests  of  foreign  countries  by  means  of  a 
foreign  oil  policy  designed  to  reduce  the  political  risks  inherent  in  foreign  oil 
operations. 

if)  In  the  period  of  transition  from  war  to  peace,  questions  will  arise  as  to 
the  disposition  of  oil  facilities  abroad  which  the  Government  of  the  United  States 
has  acquired  in  the  course  of  the  war.  In  general  such  facilities  should  be 
disposed  of  to  private  enterprise. 

(g)  During  the  war  the  Allied  Nations  have  built  a  great  many  facilities  for 
handling  oil  products  in  the  way  of  bulk  storage,  seaport  installations  and  air- 
ports— particularly  in  the  Eastern  Hemisphere.  When  these  facilities  are  no 
longer  needed  for  war  they  should  be  disposed  of  in  such  a  way  as  to  insure  of 
fair  and  equitable  participation  therein  by  American  companies  in  the  world's 
oil  trade. 
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5.  To  avoid  international  friction  and  the  growth  of  dangerous  rivalries,  the 

national  policy  of  the  United  States  and  the  national  policies  of  other  countries 
should  be  coordinated 
(a)  To  the  extent  that  the  policies  of  different  nations  can  be  reconciled  in 
terms  which  best  serve  the  interest  of  world  peace  and  economic  advancement, 
the  interests  of  all  countries  and  all  i)eoples  will  be  promoted. 

(&)  Coordination  of  national  policies  will  be  essential  in  any  efforts  to  check 
the  accumulation  of  excessive  stocks  of  oil  by  countries  bent  on  aggression. 

6.  Such  coordination  requires  the  establishment  and  maintenance  of  machinery 

for  continuous  consultation 

(a)  The  coordination  of  national  policies  may  best  be  achieved  by  means  of 
free  and  open  discussion  and  voluntai-y  agreements  between  governments. 

(6)  The  establishment  of  special  machinery  for  this  purpose  will  greatly 
facilitate  such  coordination. 

(c)  The  democratic  process  in  this  field,  as  in  others,  is  superior  to  coercive 
methods. 

IV.    IMMEDIATE   PEOBLEMS    OF   PEESSI>'G   UEGENCY 

The  needs  of  the  United  States  in  respect  to  the  development  of  the  world's 
oil  resources  combine  both  immediate  and  long-range  problems.  These  problems 
are  interrelated,  for  steps  taken  in  the  direction  of  resolving  problems  of  present 
urgency  may  set  the  pattern  for  tlie  continuing  oil  policy  of  this  counti-y-  Meas- 
ures initiated  under  the  stresses  of  war  conditions  and  during  the  period  immedi- 
ately following  the  end  of  hostilities,  should  be  consistent  with  the  longer-run 
interests  of  this  country. 

A  sound  foreign  oil  policy  for  the  United  States  will  envisage  not  only  the 
adoption  of  well  conceived  pilnciples  but  also  their  ultimate  implementation 
through  machinery  of  international  understanding.  Time  will  be  required  for 
the  establishment  of  an  agency  of  international  coordination  and  consultation, 
and  in  the  interim  the  Government  of  the  United  States  will  have  to  act  on  oil 
matters  and  make  decisions  of  grave  import. 

1.  Changed  conditions  require  changed  policies 

The  war  has  brought  about  radical  changes  in  the  status  of  the  United  States 
in  respect  to  the  oil  resources  of  the  world. 

(a)  The  United  States  is  faced  with  the  prospect  of  shifting  from  the  status 
of  a  net  exporter  to  that  of  a  net  importer  of  oil,  thus  bringing  into  view  the 
possibility  of  partial  dependence  upon  foreign  sources  of  supply. 

(6)  The  advances  in  military  techniques,  especially  in  naval  operations  and 
aviation,  have  emphasized  the  need  for  far  wider  availability  of  oil  facilities  and 
supplies  throughout  the  world  than  heretofore. 

(c)  In  the  face  of  enlarging  requirements,  there  has  been  an  accelerating 
growth  of  restrictive  measures  narrowing  the  opportunities  for  the  development 
of  the  world's  oil  resources. 

2.  A  foreign  oil  policy  ynust  be  established  at  once  if  the  interests  of  the  United 

States  are  not  to  be  sacrificed 

(a)  The  combined  domestic  and  foreign  oil  reserves  held  by  nationals  of  the 
United  States  constitute  a  smaller  proportion  of  the  i>etroleum  reserves  of  the 
world  than  the  ratio  of  United  States  consumption  of  petroleum  to  total  world 
consumption.  Action  is  needed  to  enlarge  the  reserves  under  the  stewardship 
of  nationals  of  the  United  States,  and  to  encourage  the  retention  of  existinig 
contracts. 

( b )  Nationals  of  the  United  States  should  not  be  in  a  position  of  inferiority  in 
acquiring  and  developing  x)etroleum  reserves  within  the  territories  or  spheres  of 
influence  of  other  nations. 

3.  Private  enterpi'ise  is  the  best  medium  for  oil  development 

Of  the  three  possible  methods  for  developing  the  oil  resources  of  the  world — 
government  operations,  private  entei-prise,  and  mixed  operations — ^private  en- 
terprise is  the  surest  and  soundest  choice. 

(a.)  Private  entei-prise  has  developed  the  requisite  managerial  skill  and  oper- 
ating knowledge,  and  is  already  well  established. 

(&)  Private  enterprise  can  operate  with  a  minimum  of  political  complications, 
as  most  foreign  countries  readily  admit  foreign  capital  but  few  countries,  if  any, 
would  look  with  favor  upon  operations  by  alien  governments. 

(c)  Operations  of  United  States  oil  companies  are  at  present  well-nigh  world- 
wide in  scope.  This  is  a  major  factor  in  effective  national  defense  and  will  be 
a  major  factor  in  facilitating  peaceful  commerce. 
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id)  The  greatest  immediate  need  on  the  part  of  private  enterprise  is  the 
assurance  of  our  Government  that  it  will  seek  to  reduce  the  political  risks  in- 
volved in  the  use  of  private  capital  abroad,  and  that  it  will  take  no  steps  to 
discourage  the  efforts  of  the  nationals  of  the  United  States  to  maintain  an  effec- 
tive and  serviceable  oil  industry  in  foreign  countries. 

4.  Bare  essentials  of  an  immediate  foreign  oil  policy 

The  principles  regarded  as  essential  to  the  welfare  of  the  United  States  in 
respect  to  oil  are  given  in  detail  in  the  preceding  pages  of  this  document.  The 
principles  of  more  immediate  urgency  may  be  summarized  as  follows : 

(a)  The  American  petroleum  industry  should  be  encouraged  to  expand  its 
plans  for  developing  the  world's  oil  resources.  This  encouragement  requires 
assurance  that  nationals  of  the  United  States  will  receive  the  cooperation  of  our 
Government  in  securing  a  position  of  equal  opportunity  with  the  nationals  of 
other  countries  and  that  the  Government  itself  will  not  enter  into  competition 
with  its  own  nationals. 

(&)  Existing  handicaps  in  the  oil  operations  of  our  nationals  abroad  should 
be  examined  in  the  light  of  their  incidence  upon  our  national  welfare,  and  efforts 
should  be  made  to  remove  such  handicaps  as  originate  in  the  laws  and  practices 
of  the  United  States.  American  nationals  operating  abroad  must  be  able  to 
comply  with  the  laws  and  customs  of  foreign  countries  without  incurring  the 
i*isk  of  violating  American  laws. 

(c)  The  diplomatic  support  accorded  to  our  nationals  by  the  Government  of 
the  United  States  should  be  as  effective  as  that  accorded  to  nationals  of  other 
countries  by  their  respective  governments. 

(d)  The  ultimate  disposition  of  oil  facilities  and  supplies  developed  or  paid 
for  abroad  by  the  Government  of  the  United  States  in  the  course  of  the  war  should 
be  so  designed  as  to  promote  the  interests  of  our  nationals  in  the  postwar  world. 

(e)  Our  foreign  oil  policy  should  also  include  appropriate  measures  for  the 
return  after  hostilities  of  American-owned  properties,  rights  and  interests  in 
Axis-held  territory;  adequate  compensation  for  assets  destroyed  and  damaged; 
and  assurance  of  an  early  commercial  operation  of  returned  properties. 

5.  Suggestion  for  a  medium  of  government-industry  consultation 

(a)  The  American  petroleum  industry  should  be  admitted  more  fully  into 
the  policy  councUs  of  the  Government  of  the  United  States,  and  its  ideas  and 
experience  should  be  availed  of  in  a  consultative  capacity  in  all  policies  and  mea- 
sures affecting  the  future  status  of  foreign  oil  operations. 

(&)  It  is  suggested  that  the  Government  of  the  United  States  should  appoint 
a  committee  from  the  United  States  oil  industry  with  suitable  experience  in 
foreign  operations  to  maintain  a  continuing  consultative  connection  with  the 
oil-policy-making  departments  of  our  Government. 

V.    SPECIAX   COOPERATION   WITH    GREAT    BRITAIN 

A  large  part  of  the  known  oil  reserves  involved  in  international  trade  are 
owned,  controlled,  or  under  concessions  held  by  nationals  of  the  United  States  and 
Great  Britain.  It  is  desirable,  therefore,  that  the  two  Governments  take  the 
lead  in  achieving  an  agreement  on  basic  principles  consistent  with  what  is  out- 
lined above,  to  guide  their  activities  and  the  activities  of  their  respective 
nationals  during  and  after  the  war. 

VI.   A   SUGGESTED  FORM   OF  INTERNATIONAI,  ORGANIZATION 

In  the  Interstate  Oil  Compact  of  1935,  the  United  States  has  created  a  valuable 
precedent  for  the  lines  to  be  followed  in  international  coordination : 

(a)  Our  own  Interstate  Oil  Compact  does  not  oust  our  States  from  control 
of  their  own  policies.  Similarly  each  country  must  be  left  freedom  with  reference 
to  its  own  policy. 

(6)  Within  the  United  States,  the  Interstate  Oil  Compact  assures  the  coordi- 
nation of  policies  of  the  various  States,  with  Federal  encouragement.  Similarly, 
the  oil  policies  of  various  countries  need  to  be  coordinated. 

An  international  oil  compact  is  suggested  as  the  best  means  of  assuring  inter- 
national cooperation  in  the  future.  A  design  for  such  a  compact  is  attached 
hereto. 

Foreign  Operations  Committee. 

Note. — As  Mr.  H.  F.  Sinclair  is  out  of  the  country  and  his  alternate  has  been  unable 
to  communicate  with  him  on  the  subject  matter,  he  took  no  position  on  this  outlined  policy 
or  report. 
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■   The  design  for  an  international  oil  compact  referred  to  above  is  as  follows : 
Design  foe  an  International  Oil  Compact 

1.  An  international  oil  compact  should  be  negotiated  with  the  following  general 
objectives : 

(a)  EflScient  and  orderly  development  of  the  world's  oil  resources. 
(&)  Prudent  conservation  of  the  world's  oil  resources, 
(c)  Equitable  distribution  of  oil  to  the  peoples  of  all  nations. 
((Z)  Avoidance  of  national  restrictions  imposed  as  artificial  aids  to  the  pro- 
duction of  synthetic  or  substitute  products. 

2.  The  international  oil  compact  should  be  open  to  adherence  by  all  countries, 
producing  and  consuming  countries  alike.  It  should  become  operative  upon  the 
adherence  of  five  countries,  provided  that  the  five  countries  include  the  United 
States  of  America. 

3.  The  international  oil  compact  should  provide  for : 

(a)  A  general  conference  of  representatives  of  the  adhering  countries,  meeting 
at  least  as  often  as  biennially.  Each  representative  may  be  accompanied  by 
advisers,  chosen  with  a  view  to  the  participation  of  different  groups  interested 
in  the  oil  industry. 

(6)  A  permanent  commission  composed  of  representatives  of  the  adhering 
countries  of  chief  importance  as  consumers  of  petroleum  and  of  representatives 
of  the  chief  industrial  oil  organizations  in  the  leading  oil  producing  countries, 
meeting  at  least  semi-annually.  Each  representative  may  be  accompanied  by 
advisers. 

(c)  A  technical  institute,  placed  under  the  supervision  and  control  of  the  per- 
manent commission,  to  pursue  the  investigations  necessary  for  the  work  of  the 
general  conference  and  of  the  i)ermanent  commission,  and  to  serve  as  a  center 
for  gathering  and  disseminating  information  and  for  advancing  technical  meth- 
ods and  standards. 

(c?)  Regional  councils  to  be  created  by  the  permanent  commission  to  promote 
the  special  coordination  which  may  be  needed  in  particular  regions.  Each 
council  should  consist  of  representatives  of  the  local  governments  of  the  oil- 
producing  countries  of  the  region,  and  of  representatives  of  the  principal  oil 
operators  or  groups  of  operators  locally  engaged,  with  a  chairman  nominated 
by  the  permanent  commission. 

4.  The  international  oil  compact  should  provide  that  the  general  conference 
and  the  permanent  commission  shall  endeavor  to  encourage  the  coordination  of 
national  policies  in  pursuit  of  the  general  objectives  of  the  compact,  and  that 
to  this  end  either  body  may  recommend  measures  needed  for  eifective  coordina- 
tion. 

The  general  conference  should  have  power  to  promulgate  draft  international 
conventions  on  matters  relating  to  the  oil  industry,  such  conventions  to  become 
operative  for  the  countries  which  ratify  them. 

The  permanent  commission  should  serve  as  a  continuing  agency  with  the 
following  functions:  (a)  to  give  effect  to  the  policies  adopted  by  the  general 
conference,  (6)  to  handle  specific  matters  assigned  to  it  by  the  general  con- 
ference or  by  international  conventions,  and  (c)  to  develop  policies  and  prepare 
programs  for  submission  to  the  general  conference  for  the  constructive  applica- 
tion of  the  international  oil  compact. 

5.  The  international  oil  compact  should  provide  that  the  general  conference 
shall  establish  a  budget  for  each  biennial  period  and  determine  the  contributions 
to  be  made  by  the  adhering  countries  and  by  the  industrial  organizations  repre- 
sented in  the  permanent  commission,  and  that  the  expenses  of  the  general 
conference,  the  i>ermanent  commission,  and  the  technical  institute  shall  be  met 
from  the  budget  fixed  by  the  general  conference. 

6.  The  international  oil  compact  should  provide  that  the  permanent  commission 
shall  create  in  connection  with  the  technical  institute  an  arbitral  tribunal  to 
which  disputes  may  be  referred  by  agreement  of  the  parties,  whether  the  parties 
are  governments  or  oil  companies.  It  should  also  provide  that  any  dispute 
between  adhering  countries,  with  reference  to  the  interpretation  or  application 
of  the  provisions  of  the  compact  or  of  any  conventions  concluded  under  it,  may 
be  referred,  by  application  of  any  party  to  the  dispute,  to  the  permanent  court 
of  international  justice  for  decision ;  that  any  such  dispute  between  an  oil  com- 
pany and  an  adhering  country  may,  after  the  exhaustion  of  the  local  remedies 
provided  by  the  law  of  the  latter,  be  brought  to  the  attention  of  the  government 
of  the  country  of  which  the  company  is  a  national ;  and  that  any  such  dispute  be- 
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tween  two  or  more  oil  companies  may  be  referred  by  any  party  to  the  dispute 
to  tiie  technical  institute  for  disposition  according  to  a  procedure  to  be  laid 
down  by  the  permanent  commission. 


A  National  Oil  Poucy  fok  the  United  States 

(A  preliminary  report  of  its  National  Oil  Policy  Committee  to  the  Petroleum 
Industry  War  Council,  approved  March  1,  1944) 

FOEEWOED 

The  National  Oil  Policy  Committee  submits  herewith  a  brief  preliminary  report 
outlining  those  principles  believed  essential  to  the  determination  of  a  national 
oil  policy.  Because  of  the  importance  of  oil  to  both  the  security  and  welfare 
of  this  country,  the  committee  is  well  aware  of  the  responsibility  imposed  upon  it. 
It  has  not  completed  the  detailed  studies  which  such  a  task  requires,  but  has 
prepared  this  preliminary  statement  of  principles  at  the  special  request  of  the 
Petroleum  Administrator  for  War. 

In  its  studies  to  date,  the  committee  has  been  deeply  impressed  by  the  tre- 
mendous strides  made  by  the  petroleum  industry  in  the  production  and  manu- 
facture of  petroleum  and  its  products.  Probably  no  product  illustrates  more 
dramatically  the  increase  in  materiel  requirements  of  World  War  II  over  World 
War  I.  After  successfully  meeting  the  demands  of  the  First  World  War,  the 
petroleum  industry  continued  to  improve  the  techniques  and  methods  in  every 
department  of  the  business,  based  upon  the  enterprise  and  resourcefulness  char- 
acteristic of  America  and  stimulated  by  the  greatest  petroleum  market  in  the 
world. 

In  1918 — the  last  year  of  World  War  1 — the  annual  production  of  cmde  oil  in 
the  United  States  was  355,928,000  barrels  compared  with  a  present  annual  pro- 
duction of  1,503,427,000  barrels ;  there  were  203,000  producing  oil  wells,  against 
405,000  w  ells  today ;  an  underground  proven  oil  reserve  estimated  at  6,200,000,000 
barrels,  compared  with  20,064,152,000  barrels  now ;  a  refining  capacity  of  1,186,000 
barrels  daily  of  crude  oil  against  about  5,000,000  barrels  daily  at  present,  and  a 
mere  50,000  miles  of  main  oil  pipe  lines  as  against  the  present  network  of  140,000 
miles.  Gasoline  yield  per  barrel  of  crude  oil  processed  was  25  percent  and  reached 
44  percent  in  the  last  prewar  year.  The  quality  of  gasoline  has  been  immeasura- 
bly improved  and  100-octane  gasoline  for  war  has  come  into  being  in  huge  quantity. 
In  1918  and  for  several  succeeding  years  after  the  First  World  War,  talk  of  an 
oil  shortage  was  rampant  and  all  sorts  of  artificial  schemes  were  advanced  to 
substitute  for  the  dynamic  force  of  private  initiative.  The  contrasting  figures 
above  are  suflicient  to  show  what  a  mistake  it  would  have  been  after  World  War 
I  to  have  adopted  static,  planned  operations  proposed  at  that  time  through  fear 
of  shortage  and  not  to  have  trusted  the  dynamic,  vigorous  activities  of  the  petro- 
leum industry. 

It  was  only  as  a  result  of  the  progress  attained  in  those  intermediate  yeara 
that  the  industry  was  able  to  meet  the  many  times  multiplied  demands  presented 
by  World  War  II. 

Although  the  present  report  is  subject  to  change  when  the  committee's  studies 
are  completed,  we  believe  that  the  changes,  if  any,  will  be  largely  those  of  ex- 
pression and  elaboration  rather  than  of  the  principles  here  advanced. 

I.  basic  peinciples 

Three  basic  principles  must  guide  the  building  of  a  national  oil  policy  if  the 
public  interest  is  to  be  adequately  served.  These  principles,  which  also  are  useful 
to  screen  out  impractical  or  harmful  proposals,  follow : 

1.  Oil  finding 

Continued  vigorous,  intensive  venturing  of  capital  to  keep  up  the  search  and  to 
find  oil  is  the  most  important  basic  necessity  for  the  future  oil  production  in  the 
United  States.  Such  effort  can  be  carried  on  effectively  only  by  private  venture 
capital  based  upon  a  sound  and  profitable  large-scale  domestic  oil  industry. 

Without  such  continuous  oil  finding  effort  on  a  large  scale,  all  other  possible 
policies  are  without  serious  significance  in  promoting  our  future  progress  in  oil. 
Every  proposed  policy  which  may  weaken  this  effort  should  be  rejected. 

Our  preliminary  views  of  a  national  policy  have  kept  this  basic  principle  to 
the  fore  as  the  most  important  one  by  which  policies  should  be  judged. 
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2.  Oil  production 

The  oil  producing  States  of  this  country  have  during  the  past  15  years  gradually 
developed  the  practice  of  producing  oil  in  accordance  with  sound  engineering  prin- 
ciples intended  to  avoid  waste  in  recovery  and,  by  laws  of  the  various  States, 
this  principle  has  been  extended  to  avoid  waste  in  storage  above  ground  by  limit- 
ing production  within  sound  engineering  practice  and  within  available  market 
demand.  These  principles  of  production  are  referred  to  as  producing  in  accord- 
ance with  the  optimum  rate  and,  we  believe  that  optimum-rate  production  is  the 
key  to  sound  conservation  practices  and  efficient  oil-field  operations. 

S.  Government  attitude 

(a)  Government  should  encourage  the  petroleum  industry  to  assume  risks  in- 
herent in  oil  finding  and  production  by  minimizing  such  risks  so  far  as  possible. 

(6)  Government  should  not  invade  the  province  of  industry  either  by  partici- 
pating with  industry  in  operations  or  by  itself  entering  into  any  phase  of  the 
business. 

(c)  As  the  public  interest  is  protected  by  law  from  monopolistic  practices  and 
antisocial  activities  on  the  part  of  business,  so  the  public  interest  should  be  safe- 
guai'ded  from  the  disruptive  effects  of  improvised  policies  on  the  part  of  govern- 
ment that  may  have  narrow  or  short-sighted  objectives.  Some  of  these  safe- 
guards can  be  provided  by  the  principle  of  government  and  industry  consulting 
on  all  actions  having  to  do  with  policy. 

(d)  A  dynamic  factor  that  has  made  it  possible  for  the  industry  to  grow  so 
consistently  in  the  face  of  repeated  predictions  that  we  were  running  out  of  oil, 
is  the  development  of  technological  methods  in  every  branch  of  the  industry. 
This  technical  progress  is  the  result  of  competitive  research  within  the  industry 
and  constitutes  one  of  the  great  American  achievements  during  the  past  quarter- 
century.  Instrumental  in  promoting  this  invaluable  asset  has  been  the  general 
policy  of  making  new  developments  available  for  license  on  reasonable  terms.  It 
is  vital  to  our  future  growth  and  development  that  such  processes  be  encouraged 
rather  than  discouraged  as  they  would  be  by  proposals  for  governmental  domina- 
tion of  research,  emasculation  of  our  patent  system,  or  entry  by  tlie  government 
into  competitive  research  in  fields  where  private  research  is  adequately  covering 
the  ground. 

II.    SUGGESTED  ELEMENTS  OF  POLICT 

ir    ■ 

1:  The  search  for  oil  is  best  promoted  in  an  atmosphere  of  competition  and  con- 
fidence 

(o)  Any  threat  of  governmental  interference  is  harmful  to  this  most  individual- 
istic of  all  economic  activities,  the  oil  industry. 

(6)  Conditions  of  frozen  prices  and  limited  materials  and  manpower,  however, 
unavoidable  in  war,  are  harmful  to  oil  search  and  should  be  reversed  as  soon  as 
consistent  with  the  general  interest.  Locked  up  productive  capacity  in  the  pos- 
session of  the  government,  which  can  be  turned  loose  on  the  domestic  economy  at 
any  time  without  notice,  would  be  one  of  the  most  crippling  influences  and  of  a 
character  discouraging  to  oil  finding  efforts. 

(c)  National  security  and  economic  welfare  can  be  served  by  encouraging  pri- 
vate exploration  efforts  abroad  as  well  as  at  home. 

2.  Production  of  crude  oil  on  a  conservation  basis  provides  at  minimum  cost  a 
natural  reserve  available  for  immediate  expansion  in  an  emergency 

(a)  When  the  Nation's  production  is  on  the  basis  of  optimum  rate  as  defined 
above,  it  will  always  be  possible  to  produce  at  a  greater  rate  for  a  short  time 
without  serious  damage  to  the  fields.  This  available  excess  rate  of  production 
plus  the  substantial  percentage  by  which  domestic  consumption  can  be  curtailed 
in  vs^artime  without  serious  harm  to  the  domestic  economy  adds  up  to  a  large 
volume  of  emergency  oil  available  in  time  of  war. 

(&)  It  is  recommended  that  the  optimum-rate  principle  already  in  wide  use 
be  extended  to  become  universal  practice  in  all  producing  states.  This  principle 
should  also  be  extended  in  foreign  ojperations. 

S.  Stock  piling  of  crude  oil  and  its  products  in  sufficient  volume  to  be  of  impor- 
tance for  national  security  loould  not  in  fact  promote  trite  national  security 
(a)   The  quantities  of  oil  needed  by  a  war  economy  are  so  large  that  the  above- 
ground  storage  of  sufficient  oil  to  be  significant  would  be  incredibly  costly.    For 
example,  the  approximate  volume  of  crude  oil  now  being  used  by  the  United  States 
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for  war  purposes  is  approaching  1,500,000  barrels  daily.  Four  years  emergency 
supply  at  this  rate  would  be  over  2,000,000,000  barrels.  Storage  above  ground 
of  over  2,000,000,000  barrels  of  crude  oil  and  refined  products  would  cost  $8,000,- 
000,000  to  $13,000,000,000  if  held  for  20  years. 

(&)  Huge  above-ground  storage  which  might  be  turned  loose  on  the  industry 
at  any  time,  in  addition  to  its  enormous  cost,  would  be  a  continuous  threat  to  the 
oil  economy  and  thereby  discouraging  to  the  first  basic  principle  of  continuing 
vigorous  industry  search  for  oil. 

(c)  The  special  storage  of  blending  agents  for  the  manufacture  of  aviation 
gasoline  would  be  practicable  on  a  moderate  scale,  but  as  the  requirements  of  the 
engine  of  the  future  may  undergo  radical  change,  si)ecial  attention  should  be 
accorded  this  pi'obability  before  reaching  a  decision. 

^.  The  importation  of  oil  and  pumping  it  into  depleted  or  partially  depleted  oil 
or  gas  fields  in  the  United  States  is  impracticnble 
(a)   In  addition  to  the  matter  of  excessive  costs,  these  supplies  would  not  be 
quickly  recoverable  for  emergency  use  and  a  substantial  portion  of  the  oil  would 
be  lost  in  the  sands. 

5.  Locking  up  proven  reserves  by  the  process  of  suppression  of  existing  production, 

or  hy  acquisition  of  proven  oil  fields  by  purchase  or  condemnation  would  be 
harmful  to  the  hope  of  a  continued,  vigorous  domestic  industry 

(a)  The  arbitrary  cut-back  of  production  below  the  optimum  rate  or  reasonable 
market  demand  would  violate  democratic  principles  and,  by  constituting  a  threat 
to  the  market  upon  any  subsequent  change  in  policy,  discourage  oil  finding  by  its 
effect  in  increasing  the  commercial  risks. 

(&)  To  bear  any  sensible  relation  to  a  daily  production  rate  worth  having  as 
an  emergency  measure,  the  volume  of  production  that  would  have  to  be  acquired 
or  shut-in  would  run  into  the  billions  of  barrels  of  shut-in  reserves.  For  ex- 
ample, if  we  assume  that,  on  an  average,  maximum  efiicient  rates  would  produce 
fields  on  a  20-year  basis,  we  would  be  compelled  to  have  proven  oil  reserves  held 
out  to  the  amount  of  7,300  barrels  for  every  one  barrel  of  daily  emergency  pro- 
duction. Therefore,  1,500,000  barrels  a  day  of  available  emergency  production, 
by  this  method,  would  require  taking  out  of  the  domestic  economy  billions  of 
barrels  of  proven  reserves.  The  paralyzing  effect  of  any  such  action  upon  the 
vigor  of  oil  finding  is  obvious  from  the  mere  statement  of  the  situation. 

(c)  Arbitrary  cut-back  of  production  rates  on  any  equitable  basis  by  any 
rational  methods  would  require  an  immense  government  force  which  would  have 
to  follow  in  detail  the  technique  of  every  oil  well  in  the  country  in  order  to  say 
what  each  well  could  produce.  Thereby  all  state  authority  would  be  over-stepped 
and  all  oil  operations  reduced  to  government-managed  operations  in  every  detail. 

If  proven  oil  fields,  which  means  fields  with  a  large  number  of  wells  completed 
thereon  and  ready  to  produce,  are  reserved  in  large  volume,  as  stated,  there 
would  have  to  be  continued  expense  in  constantly  testing  and  observing  the  wells 
and  keeping  the  properties  in  shape  for  production  without  delay  when  emergency 
arises.  This  necessity,  coupled  with  the  great  difiiculties  of  keeping  privately- 
owned  production  shut  back  throughout  the  country,  wovild  doubtless  result  in 
the  creation  of  the  most  enormous  body  of  government  employees  ever  engaged  on 
a  single  project. 

(d)  Arbitrary  cut-back  of  production  or  keeping  larger  reserves  out  of  pro- 
duction would  be  valueless  except  by  taking  measures  for  maintaining  excess 
refining  and  transportation  capacity,  to  make  such  suppressed  reserves  available 
for  emergency  use.  For  example,  a  production  of  1,500,000  barrels  a  day  in 
excess  of  refining  capacity  obviously  would  be  useless  in  emergency  until  all 
of  this  extra  refining  capacity  could  be  built.  This  again  emphasizes  the  good 
sense  of  depending  upon  obtaining  extra  production  in  emergency  by  the  elasticity 
available  by  optimum-rate  production  capacity,  as  explained  above,  plus  restric- 
tion of  domestic  use  in  wartime,  rather  than  uix)n  such  delusions  as  these  gran- 
diose ideas  of  enormous  suppressions  and  locked  up  reserves. 

(e)  Such  arbitrary  cut-back  methods  would  so  disrupt  the  orderly  productive 
processes  as  to  amount  to  the  nationalization  of  the  entire  industry. 

6.  The  public  lands  should  be  kept  open  to  private  development 

{a)  The  present  policy  of  leasing  the  public  domain  for  oil  and  gas  explora- 
tion should  be  continued,  with  some  liberalizing  of  the  statutes,  rules,  and  regu- 
lations, having  due  regard  for  the  interest  of  the  United  States  as  a  proprietor, 
but  designed  to  encourage  rather  than  to  retard  or  hamper  developments. 
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7.  The  present  naval  reserve  acreage  should  not  6e  increased 

(a)  The  fallacy  of  naval  reserves  of  oil  is  the  same  as  that  involved  in  the 
idea  of  locking  up  a  large  volume  of  crude  oil  production  capacity.  Experience  in 
this  war  has  shown  that  naval  oil  reserves  in  an  undeveloped  condition  are  of 
practically  no  value  in  emergency, 

(6)  Oil  reserves  for  use  in  time  of  war,  both  naval  and  Army,  can  be  most  re- 
liably obtained  by  a  continued,  vigorous  oil  finding  effort,  with  production  in 
the  United  States  at  the  optimum  rate  as  defined,  plus  the  ability  to  cut  back  do- 
mestic consumption,  and  the  having  of  large  surplus  reserves  in  countries  which 
are  the  surest  of  being  physically  accessible  in  time  of  emergency. 

8.  Imports  of  oil  should  he  handled  in  an  orderly  and  fleonMe  manner 

(a)  Our  import  policy,  involving  such  questions  as  tariffs  and  quotas,  should 
be  kept  flexible,  so  as  to  be  readily  adjusted  from  time  to  time  to  meet  domestic 
needs  and  general  economic  requirements. 

(6)  The  general  principle  of  optimum-rate  production  for  domestic  oil  fields 
will  provide  the  basis  for  determining  the  economic  need  for  imports,  and  to  the 
extent  that  our  requirements  exceed  such  measures  of  domestic  producibility,  im- 
ports will  be  needed  and  will  create  economic  balance. 

(c)  Imports  in  excess  of  economic  needs  and  not  required  in  the  national  in- 
terest, will  create  conditions  harmful  to  search  for  new  oil  fields  and  the  con- 
tinuation of  technologic  progress  in  production  and  refining. 

9.  The  oil  industry  has  constantly  advanced  in  the  science  of  finding,  producing, 

and  refining  oil 

(a)  This  constant  technological  improvement  should  be  encouraged.  It  has 
been  the  means  whereby  our  oil  reserves  have  been  vastly  increased  and  the 
production  of  the  most  necessary  products  from  crude  greatly  improved. 

(&)  Technological  advance  has  been  one  of  the  driving  forces  evident  between 
World  Wars  I  and  II  and  responsible  for  the  preparedness  of  the  oil  industry  to 
meet  the  needs  of  modern  mechanized  warfare  for  oil  in  the  quantity  and  kind 
demanded. 

(c)  The  static  view  of  our  proven  oil  reserves  as  amounting  to  only  so  many 
years'  supply  is  completely  misleading  and  such  calculations  are  capable  of  do- 
ing great  damage  to  our  future  oil  situation.  The  proven  reserve  is  merely  a 
given  point  in  a  moving  inventory.  The  static  estimate  takes  no  account  of  all 
the  dynamic  factors  that  have  been  all  important  in  meeting  our  requirements. 

(d)  The  domestic  proven  oil  reserve  has  declined  less  than  one-tenth  of  1 
percent  during  the  second  year  of  our  participation  in  the  war,  having  actually 
increased  the  first  year,  while  the  oil  reserves  of  our  nationals  abroad  have  steadi- 
ly increased. 

(e)  The  proven  domestic  crude  oil  reserves,  oflScially  stated  at  approximately 
20,000,000,000  barrels,  understates  the  true  conditions.  It  does  not  include  oil  in 
unproved  portions  of  proven  fields,  casinghead  gasoline,  oil  that  may  become 
available  by  secondary  recovery  methods,  oil  yet  to  be  discovered,  and  the  oil 
equivalent  of  available  natural  gas.  These  additions  will  be  very  large,  doubt- 
less exceeding  our  discoveries  to  date.  Nor  does  the  estimate  include  the  oil 
which  may  be  recovered  beyond  the  present  estimates  of  proven  oil  in  proven 
fields  by  reason  of  the  constantly  improving  techniques  in  primary  production 
methods.  Such  estimates  are  based  on  the  amounts  of  oil  recoverable  at  present 
prices  by  present  recovery  methods.  Such  estimates  also  take  no  account  of  the 
oil  that  may  be  extracted  or  synthetized  from  vast  deposits  of  other  carbon  re- 
sources, such  as  coal  and  oil-shales. 

(/)  The  technology  of  converting  natural  gas  into  gasoline  is  so  close  to  a  com- 
mercial status  at  present  values  that  its  utilization  when  needed  can  be  left  to  the 
eiforts  of  private  enterprise. 

(g)  The  techniques  involved  in  the  manufacture  of  oil  products  from  oil-shale 
and  coal,  while  entirely  practical  from  an  engineering  viewpoint,  represent  costs 
substantially  above  present  values  and  therefore  are  not  commercial  until  oil 
prices  rise  substantially  or  these  costs  have  been  reduced.  Because  of  this  time 
gap,  it  might  be  appropriate  for  the  Government  to  carry  on  technological  de- 
velopments to  a  reasonable  degree,  although  such  efforts  would  be  more  advanta- 
geously directed  to  development  research  than  to  large-scale  installations,  especi- 
ally pending  the  acquisition  of  synthetic  techniques  developed  in  Germany  during 
the  war.  The  Government  might  also  inaugurate  extensive  investigations  in  the 
classification  of  oil-shale  deposits  by  grades,  and  in  the  problems  and  costs  of 
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mining  oil-shale.  At  the  same  time,  considerable  industry  research  is  under  way 
in  this  field  and  if  oil  rises  in  value  there  will  be  a  natural  intensification  of 
these  efforts. 

(/;,)  Discovery  of  oil  in  the  United  States  has  received  renewed  impetus  from 
time  to  time  from  the  development  of  new  exploration  techniques.  The  sequence 
has  been  surface  geology,  core-drilling,  subsurface  correlations,  the  refraction 
seismograph,  the  reflection  seismograph,  soil  analysis,  and  many  others.  Dis- 
covery would  be  greatly  facilitated  by  the  development  of  a  new  exploration  tool. 
While  this  field  is  being  vigorously  prosecuted  by  the  industry,  the  technical  ad- 
vances in  many  fields  have  been  so  accelerated  by  the  war  that  the  Government 
could  be  genuinely  helpful  by  directing  funds  to  basic  researches  seeking  to  de- 
velop new  principles  which  might  be  useful  in  exploration. 

10.  Easily  accessible  foreign  reserves  in  friendhj  nations  and  o^o^ied  and  operated 

ty  United  States  nationals  offer  the  greatest  possible  help  for  emergency 
needs 
(a)   Special  thought  should  be  given  to  increasing  the  already  large  reserves 
of  this  type  by  measures  designed  to  augment  the  confidence,  trust,  and  friendli- 
ness of  nations  in  the  Western  Hemisphere. 

(ft)  Any  policies  making  for  the  impairment  of  the  confidence  of  our  neigh- 
bors through  the  direct  or  indirect  participation  of  our  Government  in  any  phase 
of  the  oil  business,  either  here  or  abroad,  whether  in  production,  transportation, 
refining,  or  marketing,  should  be  avoided. 

11.  The  national  security  and  economic  stability  of  the  United  States  can  be 

greatly  enhanced  by  adequate  world  oil  developments,  under  the  leadership 
of  United  States  nationals 

(a)  The  principles  and  procedures  submitted  on  November  4,  1943,  to  the 
Petroleum  Administrator  for  War  by  Foreign  Operations  Committee  advisory 
to  the  Administrator,  in  a  document  entitled  "A  Foreign  Oil  Policy  for  the  United 
States,"  is  recommended  as  a  clear  and  acceptable  policy. 

(&)  The  Government  is  urged  to  give  full  consideration  to  this  document, 
which  has  the  endorsement  of  the  National  Oil  Policy  Committee. 

(c)  An  international  instrument  of  consultation  and  collaboration,  without 
power  of  enforcement  and  in  which  there  is  joint  government-industry  representa- 
tion, is  deemed  essential  to  further  world  oil  developments  on  a  basis  of  mutual 
respect. 

ni.   CONCLUSIONS 

1.  The  public  interest  in  oil  can  best  be  served  by  a  vigorous,  competitive  industry, 

guided  by  private  initiative 

(a)  A  proper  degree  of  regulation  in  the  interest  of  conservation  and  orderly 
production  is  recognized  and  has  already  been  applied  in  this  country.  Similar 
practices  may  be  encouraged  in  foreign  developments,  with  their  international 
complications  only  through  some  form  of  international  voluntary  cooperation. 

(6)  Improvised  and  hastily  conceived  measures  so  much  in  the  public  eye 
today  can  do  immeasurable  harm  to  our  economy  and  wreck  all  efforts  to  form 
a  proper  oil  policy. 

2.  Our  oil  future  cannot  be  charted  in  advance;  our  best  procedure  is  to  maintain 

a  vigorous,  dynamic  oil  industry  competent  to  meet  the  problems  as  they 
arise  and  able  to  create  new  approaches  through  dynamic  action 

(a)  No  field  of  endeavor  more  definitely  requires  initiative  and  multiple  effort 
than  oil.     To  stifle  these  factors  would  be  to  court  disaster. 

(b)  At  the  close  of  W^orld  War  I  crude-oil  production  in  the  United  States 
was  approximately  1,000,000  barrels  per  day,  and  our  proven  crude-oil  reserve 
was  6,000,000,000  barrels.  As  previously  stated,  a  future  oil  shortage  was  in- 
dicated. Many  plans  for  meeting  this  expectation  were  discussed  and  many 
proiwsals  for  Government  intervention  made.  Experience  has  shown  that  all 
such  measures  would  have  been  in  error. 

In  the  issue  of  National  Petroleum  News,  May  22.  1918  (p.  6),  there  appeared 
a  discussion  of  the  coming  oil  shortage,  and  of  possible  need  of  "the  Government 
creating  vast  storage  of  gasoline  and  lubricating  oils  against  the  oil  industry  not 
being  able  to  find  another  Cushing  field  in  the  next  year  or  two."  No  shortage 
occurred,  and,  due  largely  to  American  oil,  every  vital  Allied  need  for  petroleum 
was  met. 
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After  World  War  I,  during  which  the  oil  industry  alone  with  American  industry 
generally  was  under  wartime  Government  regulations  and  restrictions,  there 
was  some  agitation  to  retain  certain  Government  controls  over  the  oil  industry, 
but  wisely  this  was  not  done  and  the  Fuel  Administration  gave  up  all  wartime 
control  over  the  oil  industry  on  May  15,  1919.  However,  in  that  year  there  was 
a  campaign  conducted  for  the  "nationalization"  of  the  fuel  resources  of  the 
country,  including  oil  (National  Petroleum  News,  June  4,  1919,  p.  19).  Josephus 
Daniels,  Secretary  of  the  Navy,  made  a  plea  for  "the  nationalization  of  oil  for 
future  protection  of  American  interests  on  the  sea"  at  the  annual  dinner  of  the 
American  Society  of  Naval  Engineers,  December  17, 1920  (New  York  Commercial, 
December  20,  1920).  Fortunately  nothing  came  of  nationalization  proposals. 
Similar  attempts  today  would  be  equally  erroneous.  Since  then  the  industry 
through  its  own  efforts  has  been  able  to  meet  an  ever-mounting  demand  as  a 
result  of  striking  advances  in  the  operating  techniques,  and  these  advances  have 
been  accomplished  by  the  free  interplay  of  competitive  forces  in  this  dynamic 
industry. 

(c)  The  oil  industry's  ability  to  provide  lOO-octane  gasoline  for  the  mounting 
thousands  of  planes  now  successfully  fighting  for  domination  in  the  skies  over 
Grermany  and  occupied  Europe  and  overpowering  the  Japanese  air  strength  in 
the  South  Pacific ;  to  make  toluene  for  the  TNT  in  block-buster  bombs ;  to  pro- 
duce butadiene  and  thus  aid  in  the  development  of  our  synthetic  rubber  industry  ; 
to  make  the  lubricants,  fuels,  and  many  other  products  indispensable  to  the  vast 
war  machine  of  the  United  States,  lies  fundamentally  in  the  initiative  and 
enterprise,  resourcesfulness,  and  pioneering  spirit  demonstrated  by  the  industry 
during  the  years  between  the  close  of  the  last  war  and  the  beginning  of  the 
present  war. 

As  they  have  contributed  to  the  security  of  the  Nation  in  the  present  emergncy, 
so  do  the  lessons  learned  in  that  period  relative  to  conservation  of  oil,  provide 
the  surest  answers  to  the  establishment  of  a  national  oil  policy  in  the  public 
interest 

S.  The  domestic  oil  industry  needs  no  further  Federal  administrative  machinery 

(a)  For  over  a  decade,  the  oil  industry  has  been  oi)erating  under  one  of  the 
most  effective  and  efficient  industrial  policies  in  our  entire  economy.  This  system 
needs  freedom  to  evolve  further,  and  anything  to  impair  it  or  destroy  it  would 
prove  unfortunate,  if  not  disastrous. 

(b)  Important  elements  which  implement  the  effective  and  efficient  industrial 
oil  policies  referred  to  include: 

State  conservation  laws 

The  Interstate  Oil  Compact 

Connally  "hot  oil"  law 

Bureau  of  Mines  certification  of  market  demand  to  State  authorities 

Federal  tax  policy  on  depletion 

All  have  received  thorough  public  scrutiny  and  congressional  approval  and  have 
proved  themselves  over  a  considerable  period  as  to  their  soundness  both  in  rela- 
tion to  the  public  interest  and  to  the  stability  of  the  national  economy.  All 
should  be  continued. 

(c)  Comprehensive  state  conservation  laws  effectively  administered  are 
essential. 

id)  The  emergency  controls  necessary  to  the  successful  conduct  of  the  war 
should  expire  with  the  emergency. 

4.  The  operations  of  United  States  nationals  in  foreign  fields  need  diplomatic 
support  and  machinery  for  international  consultation 

(a)  Our  nationals  operating  in  oil  abroad  need  to  have  the  political  risks 
reduced  by  intelligent  and  sympathetic  diplomatic  support  by  the  Government 
This  does  not  mean  Government  participation  which  should  be  rigorously  avoided 
in  any  phase  of  their  operations. 

As  with  the  domestic  situation,  there  is  a  remarkable  parallel  in  the  interna- 
tional oil  situation  at  the  end  of  World  War  I  and  today.  Statements  that  the 
drain  on  United  States  oil  production  and  reserves  would  mean  that  soon  this 
country  would  have  to  get  most  of  its  petroleum  supplies  from  foreign  countries 
were  given  wide  publicity.  These  were  seized  upon  as  reasons  why  the  Govern- 
ment should  develop  an  oil  policy  that  would  include  Government  participation 
in  foreign  oil  operations. 

In  January  1921,  a  bill  was  introduced  in  Congress  for  an  export  oil  embargo 
from  the  United   States  to  any  country  discriminating  against  American  oil 
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interests  (N.  Y.  World,  January  18,  1921).  The  question  of  national  spheres  of 
interest  and  national  oil  monopolies  was  fiercely  debated  in  the  press,  with  "closed 
door"  advocates  heard  at  home  and  abroad.  For  several  years  after  World 
War  I  the  need  for  encouragement  of  American  industry  in  the  development  of 
foreign  oil  sources  was  the  subject  of  our  State  Department  representation  on 
many  fronts,  and  fortunately  for  the  world  the  "open  door"  policy  won  out  in 
most  countries.  This  has  enabled  world  production  largely  under  free  competitive 
enterprise  to  increase  from  503,515,000  barrels  in  1918  to  2,224,882,000  barrels 
in  1941,  or  342  percent.  United  States  increased  its  annual  production  from 
355,928,000  barrels  to  1,402,228,000  barrels,  or  294  percent.  The  countries  outside 
the  United  States  increased  their  annual  production  from  147,587,000  barrels  to 
822,654,000  barrels,  or  457  percent. 

(ft)  The  varying  and  conflicting  oil  policies  of  the  various  nations  need  to  be 
brought  into  harmony  with  the  objective  of  orderly  and  efficient  world  oil  develop- 
ment. To  this  end,  international  machinery  is  necessary.  The  Government 
of  the  United  States  should  take  the  lead  in  bringing  about  this  necessary 
coordination. 

5.  The  Oovernment  of  the  United  States  should  develop,  deliberately  and  only 
after  mature  study,  an  oil  policy  both  domestic  and  foreign,  based  upon 
experience,  knowledge,  and  insight 

(a)  Such  a  policy  cannot  be  successfully  formulated  without  consultation 
with  the  industry  and  should  not  be  so  attempted. 

(b)  All  measures  determinative  of  postwar  policy  should  be  held  in  abeyance 
until  a  final  policy  is  determined. 

(c)  It  is  particularly  urged  that  no  definite  action  be  taken  by  any  arm  of  the 
Government  committing  the  people  of  our  nation  to  long-range  future  entangle- 
ments of  a  grave  and  indeterminate  character  in  foreign  countries,  without  first 
having  these  proposed  commitments  considered  and  approved  by  the  Congress 
of  the  United  States. 

StnPPLEMENT 

TO   THE   PEEUMINAEY   RePOET 

ON 

A  National  Oil  Poucy  foe  the  United  States 
Adopted  May  16,  1945 

1.  The  oil  and  gas  business  should  remain  in  the  hands  of  private  industry, 
using  its  own  capital.  The  public  interest  can  best  be  served  by  a  vigorous,  com- 
petitive industry  guided  by  private  initiative. 

2.  The  problems  of  conservation  and  waste  of  oil  and  gas  are  primarily  in- 
dustry problems;  regulations  for  achieving  conservation  and  preventing  waste 
are  matters  of  exclusive  State  jurisdiction. 

3.  While  the  production  of  oil  and  gas  should  be  conducted  by  competitive 
effort  of  the  industry,  it  is  subject  to  limited  regulation  by  the  State  to  assure 
(a)  the  prevention  of  physical  waste;  (6)  ratable  takings  from  competitive 
leases  and  fields  to  preserve  correlative  rights  and  prevent  excessive  with- 
drawals; (c)  adequate  enforcement  of  proper  gas-oil  ratios ;  (d)  rapid  extension 
of  the  procedures  of  gas  cycling  and  repressuring  where  warranted;  and  (e)  the 
limitation  of  production  of  oil  and  gas  to  current  market  demand,  and  allowing 
gas  produced  with  oil  and  reasonably  accessible  to  find  its  proper  place  in  the 
market  for  gas.  Appropriate  regulations  to  these  ends  are  the  proper  functions 
of  the  State  regulatory  bodies  and  should  be  left  to  these  agencies,  which  have 
already  made  notable  advances  in  these  directions.  The  invasion  of  this  field 
by  Federal  agencies  would  not  only  be  an  unwarranted  disregard  of  State  rights 
but  would  result  in  a  retardation  of  technological  progress  and  dampen  the 
colmpetitive  forces  making  for  growth  and  progress. 

4.  While  the  high  levels  of  required  production  for  both  oil  and  gas  and  the 
shortage  of  critical  materials  during  the  war  years  have  prevented  the  full 
application  of  conservation  measures,  these  conditions  will  be  quickly  corrected 
upon  peace,  and  the  accumulated  technology  will  lead  to  'accelerated  conservation 
steps.  The  temporary  circumstances  of  heavy  withdrawals  under  directives 
should  not  be  taken  as  indicative  of  a  normal  state,  nor  be  regarded  as  wasteful 
in  the  ordinary  sense. 

5.  Because  of  the  unsynchronized  growth  of  the  oil  and  gas  industries,  accen- 
tuated by  Federal  regulation  of  the  latter,  part  of  the  gas  produced  as  a  by- 
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product  of  oil  wells  has,  for  economic  reasons,  escaped  conservation  and  become 
unavoidable  waste.  This  fraction,  however,  has  served  a  useful  purpose  in  the 
expulsion  of  oil  from  the  reservoir  rock  and  in  lifting.  Through  improved  pro- 
duction techniques,  including  recycling  and  repressuring  advancement  in  State 
conservation  practices,  expanding  markets  and  prospective  demands  for  con- 
version to  liquid  fuel  and  other  products,  the  economic  marketing  barriers  to  gas 
now  unavoidably  wasted  are  being  lifted. 

6.  The  search  for  oil  and  gas  fields  is  best  promoted  by  competitive  effort  in 
an  assured  atmosphere  of  freedom  of  individual  action  and  of  incentive.  No 
regulation  or  threat  of  regulation  should  be  permitted  in  this  area. 

7.  Oil  and  gas  producers  should  hasten  the  development  of  cycling  and  repres- 
suring projects  wherever  warranted;  and  the  States  should  adapt  their  existing 
statutes,  and  where  necessary  enact  new  legislation,  to  promote  these  entei*prises. 

8.  Through  cooperation  of  the  oil  and  gas  industry  with  State  regulatory 
agencies,  all  vent  gas  economically  available  for  purchase,  should  be  marketed. 
SjTnpathetic  treatment  on  the  part  of  these  regulatory  agencies  is  warranted  by 
the  end  gained  in  extending  the  future  reserves  of  gas. 

9.  The  trend  toward  the  production  of  liquid  fuels  and  chemicals  from  oil  and 
gas  will  be  best  promoted  by  private  enterprise,  and  interference  in  this  field 
should  be  avoided. 

10.  It  is  the  function  of  the  Federal  Government  under  the  Constitation  to 
regulate  interstate  commerce.  The  tendency  of  the  citizens  in  some  States  gen- 
erally to  oppose  the  export  of  natural  gas  to  other  States  is  without  legal  basis, 
would  lead  to  results  uneconomic  and  harmful  to  the  national  welfare,  if  suc- 
cessful, and  should  be  discouraged.  Retributive  action  among  States  blessed 
with  an  abundance  of  any  of  our  natural  resources  should  not  be  invited  by  the 
adoption  by  these  States  having  greater  natural  resources  of  a  policy  in  attempted 
hoarding  of  such  resources  for  a  future  which  may,  through  possible  scientific 
achievement,  find  its  use  outmoded. 

11.  Jurisdiction  over  the  production ;  processing  in  all  its  incidents,  gathering 
compression,  sale  and  deliveiy  of  natural  gas  at  the  jwint  where  its  interstate 
movement  commences  must  remain  with  the  State  regulatory  agencies ;  and 
no  jurisdiction  over  such  matters  should  be  conferred  upon  the  Federal  Power 
Commission  or  other  Federal  agencies. 

12.  The  jurisdiction  of  Federal  agencies  such  as  the  Federal  Power  Com- 
mission should  be  clearly  and  rigorously  limited  to  the  area  of  interstate  trans- 
portation of  gas  and  the  sale  of  gas  in  interstate  commerce  for  resale.  Such 
agency  should  not  attempt  to  reach  foi-ward  and  regulate  the  local  sale  or  dis- 
tribution of  gas,  or  reach  back  and  control  either  directly  or  indirectly  the  pro- 
duction, gathering,  and  compressing,  or  the  price  of  gas  prior  to  its  delivery  into 
the  main  line  of  an  interstate  carrier.  In  the  determination  of  matters  affecting 
the  value  of  gas  sold  or  delivered  for  interstate  transportation,  Federal  regula- 
tion must  be  required  to  recognize  all  reasonable  factors  which  relate  to  the 
value  of  such  gas  as  a  commodity  at  the  iwint  of  delivery  into  an  interstate 
transmission  line. 

The  Natural  Gas  Act  should  be  so  amended  as  definitely  to  accomplish  the 
objectives  set  out  in  paragraphs  11  and  12  hereof. 

13.  The  end  use  of  natural  gas  should  not  be  regulated,  because  competition  is 
the  best  arbiter.  No  group  has  the  foresight  to  determine  what  is  the  best  use 
of  gas.  Efforts  to  interfere  with  commercial  decisions  and  to  set  up  artificial 
standards  and  barriers  will  be  subject  to  influence  by  special  groups  intent  ujwn 
special  advantage.  Furthermore,  if  the  State  and  Federal  Governments  enter 
upon  this  field  of  regulation,  the  ultimate  logical  end  will  be  a  managed  economy. 
This  whole  field  is  best  left  to  the  detei'minations  set  up  by  relative  prices  in  a 
free  competitive  economy. 

14.  While  the  Federal  Government  should  not  enter  the  field  of  regulating 
production  of  natural  gas  or  oil.  it  can  assist  the  industry  and  the  states  in  the 
development,  production,  conservation,  and  utilization  of  oil  and  gas  by  appro- 
priate cooperative  legislation : 

(a)  The  Interstate  Oil  Compact  Commission,  the  advisory  and  coordinating 
agency  to  the  State  conservation  bodies,  should  be  recognized  as  the  most  effective 
medium  for  the  dissemination  of  knowledge  of  advancement  in  the  regulation, 
production,  and  conservation  of  oil  and  gas.  The  problems  of  natural  gas  produc- 
tion are  receiving  active  attention  in  the  open  forum  of  the  Compact  and  results 
of  increasing  importance  may  be  expected.  Congressional  approval  of  interstate 
oil  and  gas  compacts  constitutes  an  aid. 
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(&)  The  option  to  expense  or  capitalize  intangible  drilling  costs  of  gas  and 
oil  wells  and  the  retention  of  the  present  percentage  depletion  allowance  for  tax 
purposes  should  be  retained  in  order  to  encourage  exploration  and  development. 

(c)  The  development  of  cycling,  repressuring,  and  other  projects  indicating 
the  desirability  of  voluntary  unitization  is  being  hampered  by  the  threat  of  double 
taxation.  Obviously,  such  undertakings,  greatly  benefited  by  cooperative  action 
within  the  single  reservoir,  should  be  clearly  recognized  as  conservation  tech- 
niques and  should  run  no  risk  of  being  classified  as  separate  business  entities, 
subject  to  taxation  as  such.  If  our  Federal  tax  laws  were  favorably  clarified 
on  this  score,  a  tremendous  impetus  would  be  given  to  the  entire  field  of  oil  and 
gas  conservation. 

(d)  The  scientific  ascertainment  by  the  Bureau  of  Mines  of  perijodical  market 
demand  expectations  of  oil  should  be  continued. 

15.  Such  regulations  as  may  be  necessary  by  State  or  Federal  Governments, 
within  their  respective  constitutional  spheres,  should  go  no  further  than  required 
in  the  public  interest,  and  should  facilitate  the  operation  of  the  oil  and  gas  business 
through  private  enterprise  alone.  Where  regulation  is  allowed  to  exceed  this  role, 
however  well  meaning  the  purpose,  it  produces  correlative  disadvantages  harmful 
to  enterprise  and  the  public  interest  alike. 

It  is  believed  that  the  public  welfare,  the  rights  of  the  consumers,  and  the 
interest  of  the  oil  and  gas  industry  will  be  furthered  by  the  adoption  of  the  fore- 
going principles  as  a  national  policy,  with  the  jurisdiction,  functions,  and  the 
duties  of  the  State  and  Federal  Governments  clearly  defined. 

The  Chairman.  We  will  now  hear  the  testimony  of  Mr.  Callis. 

STATEMENT  OF  EUGENE  M.  CALLIS,  PRESIDENT,  PETROL  CORP., 

PHILADELPHIA,  PA. 

Mr.  Callis.  Mr.  Chairman  and  members  of  the  committee,  my  name 
is  Eugene  M.  Callis.  I  am  president  of  Petrol  Corp.,  an  independ- 
ent oil  marketing  company  having  its  main  office  at  Philadelphia,  Pa. 
I  have  been  the  principal  owner  and  president  of  Petrol  since  it  was 
established  in  1934. 

The  Chairman.  In  what  business  were  you  engaged  prior  to  that? 

Mr.  Caixis.  Petroleum.  That  is  all  I  have  done.  I  have  been  in 
the  petroleum  business  since  1919,  always  in  marketing. 

This  committee  has  been  authorized  to  make  a  study  of  the  nature 
and  problems  of  the  petroleum  industry  so  that  it  can  make  appro- 
priate recommendations  for  the  formulation  of  a  long-range  national 
petroleum  policy.  The  formulation  of  any  such  policy  will,  of  course, 
have  as  one  of  its  main  considerations  the  competitive  relationship  oi 
small  independent  nonintegrated  oil  companies  to  large  major  inte- 
grated oil  companies.  I  believe  that,  in  studying  this  relationship,  the 
most  important  point  which  presents  itself  for  consideration  is  the 
fact  that  this  relationship  as  it  now  stands  will,  if  not  changed,  pre- 
clude the  survival  of  these  small  nonintegrated  independent  companies. 
Monopoly  is, a  familiar  term. 

Over  a  long  period  of  time,  as  is  well  known,  many  small  independ- 
ent nonintegrated  oil  companies  in  various  branches  of  the  industry 
have  been  liquidated.  Some,  too,  have  been  absorbed  by  large  major 
companies.  This  trend  was  evidenced  before  World  War  II.  It  was 
accelerated  during  the  war  and  has  continued  since  VJ-day.  Unless 
drastic  measures  are  taken  to  curb  it,  the  problems  which  will  con- 
front independent  nonintegrated  companies  during  the  reconversion 
economy  and  thereafter  will  be  so  myriad  as  completely  to  engulf  such 
companies.  Petrol  Corp.  is  one  of  the  few  remaining  genuinely  inde- 
pendent marketing  companies  offering  substantial  and  aggressive 
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competition  to  the  large  major  oil  companies  on  the  Atlantic  coast. 
As  president  of  Petrol  Corp.,  I  do  not  view  such  a  monopolistic  trend 
without  some  foreboding.  On  the  other  hand,  I  do  not  view  the  trend 
with  resignation,  as  being  the  work  of  some  inevitable  force  before 
wliich  small  business  must  bow  its  head  and  bow  out,  I  believe,  rath- 
er, if  it  is  clearly  realized  by  the  members  of  this  committee,  that 
the  major  oil  companies  are  directing  and  nourishing  this  trend,  meas- 
ures can  and  will  be  taken  to  remedy  the  situation. 

Mr.  Dewey  Anderson,  when  executive  secretary  of  the  Temporary 
National  Economic  Committee,  in  his  progress  report  of  January  15, 
19-11,  deprived  monopoly  of  any  possible  aura  of  fatalitj'  when  he 
said: 

Monopoly  cannot  be  attributed  to  natural  factors  alone.    It  is  the  product  of 

formal  agreements  and  secret  understandings ;  of  combinations,  intercorporate 
stockholders,  and  interlocking  directorates ;  of  the  ruthless  employment  of 
superior  financial  resources  and  bargaining  power ;  of  unequal  representation 
before  legislatures,  courts,  and  administrative  agencies :  of  the  exclusion  of 
competitors  from  markets,  materials,  and  sources  of  investment  funds ;  of  re- 
strictive contracts  and  discriminatory  prices ;  of  coercion,  intimidation  and 
violence. 

My  primary  purpose  in  coming  here  is  to  show  your  committee 
how  the  threat  to  the  independent  oil  marketmg  companies'  survival 
has  become  a  reality  through  the  practice  of  discrimination  directed 
against  the  interests  of  small  business  in  the  petroleum  industry.  Un- 
less such  practice  is  curtailed  I  believe,  after  the  reconversion  period, 
there  will  be  no  genuinely  independent  companies  in  a  position  to  offer 
real  and  effective  competition  to  the  major  oil  companies. 

Specifically,  discrimination  was  practiced  against  independent  non- 
integrated  oil  companies  through  the  methods  used  in  carrying  out  the 
Government  petroleum  program  designed  by  administrative  agencies 
and  their  committees  to  meet  wartime  emergencies  in  the  industry. 
The  administrative  agencies  which  regulated  and  interpreted  the 
program  were  staffed  in  the  main  by  representatives  of  major  oil  com- 
panies, who  were  either  on  temporary  leave  from  their  employers  and 
on  the  Government  pay  roll,  or  actmg  in  advisory  capacities. 

In  an  article  appearing  in  the  Xew  York  Tunes  of  September  13, 
1945,  a  reporter  stated  that  Mr.  Charles  L.  Harding,  director  of  dis- 
trict No.  1,  Petroleum  Administration  for  TTar,  had  emphasized  that 
the  Petroleum  Administration  for  War  measures  were,  quoting  Mr. 
Harding,  "'not  so  much  control  imposed  from  above  as  the  working  out 
of  a  cooperative  venture  with  the  oil  companies  themselves."  The 
reporter  further  stated  that  Mr.  Harding  said  the  petroleiun  industry 
committees  made  up  of  trade  and  industry  keymen  had  discussed  all 
problems  with  the  Petroleum  Administration  for  War  and  had  been 
responsible  for  most  of  the  recommendations  that  then  were  written 
into  directive  form. 

Many  industry  committees  and  subconnnittees  were  set  up  to  repre- 
sent the  F'etroleum  Administrator  for  War.  They  were  not  merely  ad- 
visory committees  but  were  given  and  exercised  broad  administrative 
powers.  A  heavy  majority  of  their  members  were  with  major  inte- 
grated oil  companies.  For  example,  in  the  Atlantic  coast  area,  of  the 
G  members  of  the  general  committee,  5  were  with  major  oil  companies 
and  1  is  a  producer  of  crude  oil.  Independent  marketing  companies 
had  no  representation  whatsoever  on  this  committee.    The  major  oil 


THE   INDEPENDENT   PETROLEUM    COMPANY  445 

companies  had  9  of  the  14  members  of  the  supply  and  transportation 
subcommittee.  On  the  subcommittee  on  pipe  lines,  all  6  members  were 
representatives  of  major  oil  companies ;  of  the  subcommittee  on  barges 
7  of  the  11  members  were  from  major  oil  companies;  and  all  of  the 
members  of  the  subcommittee  on  tankers  were  with  major  oil  com- 
panies. The  major  oil  companies  supplied  6  of  the  8  members  of 
the  subcommittee  on  tank  cars;  and  8  of  the  11  members  of  the  extra 
transportation  expense  managing  subcommittee  were  affiliated  with 
major  companies.  Eight  of  the  12  members  of  the  subcommittee  on 
transport  trucking  were  from  major  oil  companies;  and  the  major 
companies  had  10  out  of  12  members  on  the  subcommittee  on  supply. 
If  these  committees  and  subcommittees  had  acted  only  in  an  advisory 
capacity,  minority  reports  filed  on  behalf  of  independent  marketing 
companies  might  have  been  of  some  avail,  but  such  committees  and 
subcommittees  not  only  possessed  but  extensively  used  administrative 
powers. 

]\Ir.  Fraser.  Mr.  Callis,  would  you  define  what  you  mean  by  a  major 
oil  company?  Is  it  just  one  of  the  large  companies?  Is  that  what 
you  mean  ? 

Mr.  Callis.  A  major  oil  company  is  one  which  has  producing,  re- 
fining, transportation,  and  marketing  facilities. 

Mr.  Fraser.  But  there  are  some  smaller  companies  that  are  inte- 
grated in  those  respects  ? 

Mr.  Callis.  Yes ;  they  have  all  four ;  they  have  producing,  refining, 
transportation,  and  marketing  facilities. 

Mr.  Fraser.  But  you  would  not  call  them  majors,  would  you — or 
do  you  ? 

Mr.  Callis.  No  ;  they  are  small  integrated  companies. 

Mr.  Fraser.  Then,  what  is  a  major  company?  It  is  not  just  an 
integrated  company  ? 

Mr.  Callis.  I  refer  to  the  large  major  oil  companies  j)rimarily  such 
as  the  13  major  oil  companies  on  the  east  coast  in  the  territory  in  which 
I  operate,  who  have  producing,  refining,  transporting,  and  marketing 
facilities.    Does  that  answer  your  question,  Mr.  Fraser  ? 

Mr.  Fraser.  I  think  so.    It  is  a  little  clearer  to  me. 

Mr.  Callis.  We  understand  that  over  200  major  oil  company  em- 
ployees were  placed  in  the  various  Government  agencies  involved  in 
regulating  the  petroleum  industry,  a  large  number  in  strategic  posi- 
tions at  the  policy-making  level. 

The  members  of  the  Petroleum  Industry  War  Council  were  ap- 
pointed by  former  Petroleum  Administrator  Ickes  to  advise  and  con- 
sult with  him  on  industry  matters  of  high  policy.  Mr.  William  R. 
Boyd,  Jr.,  president  of  the  American  Petroleum  Institute,  was  elected 
chairman  of  the  Petroleum  Industry  War  Council.  It  was  against 
this  Institute  and  368  other  major  oil  companies  and  affiliates  that 
the  Attorney  General  on  September  30,  1940,  had  filed  a  complaint 
alleging  violations  of  the  antitrust  laws. 

Mr.  Fraser.  There  you  say  368  of  the  major  oil  companies  and 
affiliates  ? 

Mr.  Callis.  And  affiliates,  that  is  what  the  complaint  says. 

This  cause  was  held  in  abeyance  during  the  war  period  but  recently 
was  revived  by  the  Justice  Department.  The  presidents  of  all  major 
oil  companies  operating  on  the  Atlantic  coast  were  appointed  as 
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members  of  this  Comicil,  but,  although  this  area  was  the  one  most 
critically  short  of  products,  not  one  independent  marketer  operating 
on  the  Atlantic  coast  Avas  appointed  to  the  Council. 

You  will  have  an  opportunity  to  determine  for  yourself  whether 
the  membership  of  the  Council  and  committees  acted  impartially  as 
you  hear  the  rest  of  this  storj-,  I  know  this  picture  is  not  new  to 
Congress  but  it  is  time  that  it  established  a  fixed  national  policy  that 
will,  in  the  future,  safeguard  genuine  free  competition  in  the  oil 
industry  in  the  public  interest. 

No  clearer  example  of  the  injurious  eil'ects  of  unequal  representation 
on  committees  functioning  for  administrative  agencies  of  the  Federal 
Government  can  be  foimd  than  in  the  particular  case  of  Petrol  Corp., 
and,  I  think  that  the  telling  of  Petrol's  story  will  be  helpful  to  this 
committee  in  its  work  of  formulating  a  just  and  effective  national 
petroleum  policy.  The  elimination  of  problems  such  as  these  which 
have  confronted  Petrol  Corp.  will  stabilize  the  position  of  the  inde- 
pendent company  in  our  economy  to  the  great  benefit  of  the  industry 
and  the  consuming  public  alike. 

jSIr.  Fraser.  Of  course,  we  do  not  have  the  PAW  and  the  Petroleum 
Industry  War  Council  any  more.  Are  you  thinking,  perhaps,  of  what 
our  policy  might  be  if  similar  agencies  were  set  up  in  the  future  in 
some  emergency  ? 

Mr.  Callis.  The  national  policy  may  require  that,  yes. 

Petrol  Corp.  is  a  nonintegrated  marketing  company  and  sells  prin- 
cipally gasoline  and  fuel  oil.  under  its  trade  name  "Petrol."  Its  op- 
erations are  carried  on  mainly  in  eastern  Pennsylvania,  southern  New 
Jersey,  Delaware,  Maryland  and  the  District  of  Columbia.  Before 
the  war,  Petrol  acquired  much  of  its  products  on  the  Gulf  coast  and 
shipped  them  to  its  Atlantic  coast  terminals  by  chartered  ocean  tankers. 
Being  only  a  marketing  company.  Petrol  owns  no  oil  wells,  refineries, 
]3ipe  lines,  ocean  tankers,  or  railroad  cars.  However,  it  does  control,  by 
ownership  or  lease,  it^  ocean  terminals  or  storage  plants  and  its  fleet  of 
trucks  for  delivering  petroleum  products  at  wholesale  and  retail.  The 
annual  volume  of  Petrol  Corp.  is  approximately  8,000.000  barrels  of 
petroleum  products :  60,000  consumers  depend  upon  Petrol  for  supply. 

The  period  of  Petrol's  story  in  which  I  believe  the  committee  will 
be  most  interested  began  in  September  1941,  when  the  Petroleum 
Coordinator  and  the  Office  of  Price  Administration  requested  the 
petroleum  industry  to  see  that  petroleum  products  sufficient  to  prevent 
a  crippling  shortage  were  brought  to  the  Atlantic  coast  area  regardless 
of  the  costs  involved.  To  induce  companies  to  bring  in  petroleum 
products,  these  agencies  promised  to  provide  a  sufficient  increase  in 
ceiling  prices,  or  some  other  method,  to  insure  all  companies  against 
the  vast  losses  that  would  otherwise  result. 

Petrol,  along  with  others  in  tlie  industry,  complied  with  fhe  request 
for  several  months  without  receiving  the  promised  relief.  Finally. 
f>n  January  22,  1942,  the  Office  of  Price  Administration  authorized 
small  price  increases  for  some  refined  petroleum  products,  and  a  plan 
was  proposed  whereby  the  additional  revenue  derived  from  these 
increases  was  to  be  deposited  in  a  common  pool  from  which  partici- 
pants were  to  be  reimbursed  for  excess  costs  of  bringing  petroleum 
products  to  the  Atlantic  coast  over  and  above  their  normal  costs  by 
ocean  tanker  transportation. 
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Petrol  agreed  to  participate  in  this  plan.  As  you  will  see,  we  had 
little  alternative. 

Prior  to  the  war  we  had  sufficient  ocean  tankers  under  long-term 
charter  to  move  our  products  to  the  Atlantic  coast.  During  the 
last  half  of  J941  ocean  tankers  were  allocated  by  the  Government 
and  we  were  forced  to  make  an  urgent  appeal  to  the  Office  of  Petro- 
leum Coordinator  to  allot  us  some  of  the  ocean  tanker  capacity  still 
available.  Finally  on  January  31,  1942,  the  Petroleum  Coordinator's 
Office  did  allot  us  two  tankers,  but  the  wire  which  we  received  from 
Director  Gilbert  stated  that  the  tankers  were  to  be  allotted — and  I 
quote  Mr.  Gilbert : 

On  the  condition  that  you  will  participate  in  an  agreement  by  the  industry 
to  proportionately  supplement  your  petroleum  requirements  into  district  1 
by  use  of  tank  cars  and  any  other  higher-cost  transportation  facilities,  and 
that  you  will  also  share  proportionately  in  an  industry  plan  of  allocating  added 
costs  of  such  transportation. 

We  understood  this  condition  to  mean  that  if  we  did  not  agi'ee 
to  participate  in  the  plan  we  would  receive  no  ocean  tanker  assign- 
ments to  move  products  from  the  Gulf  coast.  We  understood  it  to 
mean  that  we  had  the  choice  of  either  becoming  a  member  of  this 
"voluntary"  plan  or  of  going  out  of  business.  We  chose  to  join 
the  plan. 

Thus,  Petrol  went  on  about  the  business  of  getting  oil  to  the 
Atlantic  coast,  regardless  of  the  heavy  cost,  under  the  assumption 
that,  as  promised,  it  would  be  compensated  for  the  difference  between 
its  normal  cost  of  ocean  tanker  transportation  and  the  higher  cost  of 
transportation  by  railroad  tank  car  or  other  substitute  method. 

On  March  12,  1942,  the  plan  to  reimburse  the  petroleum  industry 
for  the  extra  cost  involved  in  bringing  oil  to  the  Atlantic  coast  was 
approved  and  issued  by  the  Deputy  Petroleum  Coordinator  and  called 
the  "Plan  for  the  Equitable  Sharing  of  Revenue  and  Extra  Transpor- 
tation Expense."  As  the  title  indicates,  the  purpose  of  the  plan  was 
to  provide  for  the  "equitable"  sharing  of  these  costs  among  partici- 
pants. This  plan  was  developed  and  written  up  for  the  industry  by 
a  group  of  major  oil  company  representatives  and  submitted  by  them 
to  the  Petroleum  Administrator's  Office.  These  men  and  their  com- 
panies had  a  complete  understanding  of  how  the  provisions  of  the 
plan  would  operate  whereas  Petrol,  the  only  independent  company 
originally  participating  in  the  plan,  had  no  part  in  the  preliminary 
discussions  and  had  no  advance  information  as  to  how  the  provisions 
of  the  plan  would  operate. 

On  August  1,  1942,  this  plan,  which  I  shall  refer  to  as  the  "first 
plan,"  was  supplanted  by  a  Federal  subsidy  plan  commonly  called  the 
"petroleum  compensatory  adjustment  plan,"  which  I  shall  refer  to  as 
the  "second  plan."  This  plan  also  was  developed  and  organized  with 
the  aid  of  officials  and  employees  of  major  oil  companies.  This  was.  a 
substantial  advantage  since  these  major  oil  company  representatives 
could  see  that  the  provisions  of  the  plan  were  drafted  so  as  to  take 
care  of  their  company's  problems.  This  second  plan  not  only  reim- 
bursed participants  for  excess  transportation  costs,  but  also  for  that 
part  of  purchase  prices  of  petroleum  products  above  normal  Gulf 
coast  area  prices. 
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The  expressed  intent  and  purpose  of  the  two  plans  would  appear 
to  satisfy  the  needs  of  all  participants.  However,  when  it  came  to  the 
matter  of  fixing  the  normal  costs  for  ocean  tanker  shipments  from  the 
Gulf  coast  area  to  the  Atlantic  coast  area,  which  costs  were  to  be 
deducted  from  actual  transportation  expenses  in  order  to  determine 
the  excess  thereof  above  normal  to  be  reimbursed,  rates  fixed  by  the 
War  Shipping  Administration  were  used  as  normal  costs  in  both 
plans.  These  so-called  normal  rates  were  far  in  excess  of  normal. 
War  Shipping  Administration  admits  this  to  be  true.  Their  use  in 
the  plans  had  the  ultimate  effect  of  causing  Petrol  Corporation  to 
absorb  amounts  greatly  in  excess  of  its  true  normal  transportation 
costs.  I  believe  an  accurate  method  of  determining  the  normal  cost  of 
Gulf  coast  to  Atlantic  coast  ocean  tanker  sliipments  can  be  found  in 
the  1929-40  average  ocean  tanker  charter  rates  for  such  shipments,  as 
published  by  Dietze  &  Co..  of  Xew  York  City,  leading  tanker  charter 
brokers.  Chart  No,  1,  which  is  on  display  in  this  room,  shows  how  such 
Dietze  &  Co.  average  rates  compare  with  the  rates  fixed  by  the  War 
Shipping  x^Ldministration: 

For  gasoline  and  kerosene:  Cents  per  barrel 

Normal  rate 25% 

Rate  used  in  plans 40 

For  distillate: 

Normal   rate 25% 

Eates  used  in  plans 42  and  46 

For  residual  fuel  oil: 

Normal   rate 24% 

Rates  used  in  plans 46  and  48 

Mr.  Fraser.  The  chart  which  you  refer  to  in  your  testimony  and 
and  on  display  is  reproduced  here  in  your  statement  as  a  table? 

Mr.  Callis.  That  is  right,  Mr.  Fraser. 

You  can  see,  therefore,  the  rates  established  by  the  War  Shipping 
Administration  were  unduly  high  and  not  true  normal  rates.  These 
rates  were  established  by  the  War  Shipping  Administration  not  for 
the  specific  purpose  of  representing  normal  rates  for  use  under  either 
plan,  but  for  the  conduct  of  its  own  operations.  Their  use  arbitrarily 
deprived  Petrol  Corp.  of  reimbursement  of  a  substantial  portion  of 
its  extra  and  abnormal  transportation  costs.  The  distribution  of 
petroleum  products  is  handled  on  such  a  narrow  profit  margin  that 
15  to  20  cents  per  barrel  is  frequently  the  difference  between  profit 
and  loss.  From  September  4.  1941,  to  September  30,  1945,  Petrol 
Corp.  should  have  been  paid  additional  reimbursement  of  excess  trans- 
portation costs  in  the  amount  of  $2,029,121.33.  It  is  significant  that 
on  October  15, 1945,  a  few  days  after  the  subsidy  plan  had  been  termi- 
nated, War  Shipping  Administration  reduced  its  tanker  rates  for 
Gulf  to  Atlantic  coast  shipments  from  40  to  32.9  cents  on  gasoline, 
from  40  to  37  cents  on  kerosene,  from  42  to  37  cents  on  distillate,  and 
from  48  to  43.9  cents  on  residual  oils.  We  understand  further  cuts 
are  imminent. 

Mr.  T.  E.  Swigart,  president  of  Shell  Pipe  Line  Corp..  has  estimated 
the  postwar  cost  of  shipping  gasoline  from  the  Gulf  to  New  York  in 
type  T2  tankers  will  be  16.1  cents  per  barrel.  War  Shipping  Admin- 
istration's estimate  is  15.5  cents  per  barrel.  In  the  estimate  of  costs, 
the  purchase  price  was  assumed  to  be  $1,500,000;  interest  on  invest- 
ment was  taken  at  3%  percent;  depreciation  at  5  percent;  8  percent 
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Wcis  allowed  for  return  on  investment  and  50  percent  for  State  and 
Federal  income  taxes. 

The  Chairman.  Were  these  tanker  rates  paid  by  all  shippers  ? 

Mr.  Callis.  Yes,  sir.    I  am  getting  to  that.  [Resuming :  ] 

There  would  have  been  some  compensation  in  suffering  such  a  loss 
in  the  name  of  the  war  effort  if  it  weren't  for  the  discrepant  fact  that 
large  major  oil  companies  which  own  tankers  did  not  suffer  from  these 
arbitrary  rates.  On  the  contrary,  they  not  only  continued  to  realize 
their  normal  tanker  transportation  profits,  but  amounts  grossly  in 
excess  thereof,  even  up  to  the  full  differential  between  their  normal 
prewar  costs  and  the  War  Shipping  Administration 'maximum  charter 
ceiling  rates  used  in  both  plans.  It  can  be  seen,  therefore,  that  these 
companies  recouped  their  excess  substitute  transportation  costs  above 
their  actual  normal  tanker  transportation  costs,  partly  from  the  War 
Shipping  Administration  and  partly  under  the  first  and  second  plans. 
These  companies  being  integrated  also  had  opportunities  for  other 
subsidies  and  profits  not  available  to  Petrol.  The  enormous  profits 
they  realized  are  shown  on  the  table  which  I  now  present.  Note,  too, 
that  it  shows  Petrol  is  the  only  participant  that  was  forced  to  operate 
under  these  plans  at  a  loss  for  the  duration. 

(The  table  referred  to  is  as  follows :  ) 

Net  profits  of  11  major  oil  companies 


1938 $191,  923,  651 

1939 219,  853,  067 

1940 263, 186,  315 

1941 363,  549,  281 


1&42 $258, 168, 168 

1943 336,  278,  836 

1944 441,  859,  324 


Net  profits  of  Petrol  Corp. 


1940 $335, 128 

1941 168,  813 

1942 127,  401 


1943 —$115,  880 

1944 —96,  719 

1945 —130,  000 


Mr.  Callis.  I  have  taken  the  13  participants  in  the  plan.  They  are 
known  as  the  east  coast  major  oil  companies.  There' were  11  major 
oil  companies,  Petrol,  and  one  building-manufacturing  company  that 
participated.  You  will  see  that  the  earnings  of  the  major  companies 
from  1938  advanced  from  $191,000,000  to  $441,000,000,  despite  the  tax 
increase  during  the  period. 

The  CHAiRMAisr.  Wliat  was  the  source  of  the  figures  ? 

Mr.  Callis.  Poor's  Industrial  Service  and  Moody's  Investor's 
Service. 

Mr.  England.  And  these  figures  are  after  Federal  income  taxes? 

Mr.  Callis.  Yes,  sir.  I  have  a  break-down  of  the  individual  11  com- 
panies whose  totals  appear  in  the  table. 

The  Chairman.  Are  they  the  same  companies  in  each  year  ? 

Mr.  Callis.  Yes,  as  shown  in  Poor's  and  Moody's  services. 

Now,  the  comparison  I  am  making  again  is  that  we  were  in  this  same 
plan  and  followed  in  the  second  plan.  We  brought  the  oil  by  cars 
the  same  as  they  did.  We  purchased  under  the  various  directives  the 
same  as  those  companies  did.  We  sold  the  products  in  the  same  areas 
at  the  same  ceiling  prices  as  they  did.  I  note  for  the  committee's 
benefit  their  trend  versus  the  trend  of  my  company. 

The  Chairman.  The  only  distinction  that  you  have  mentioned  so 
far  is  that  the  major  companies  had  their  own  tanker  service,  and 
Petrol  did  not. 
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Mr.  Callis.  Plus  the  other  advantages  that  I  referred  to,  as  to  other 
subsidies  and  profits  not  available  to  Petrol  in  the  producing,  refining, 
and  transportation  ends  of  the  business. 

The  Chairman.  Is  that  by  reason  of  the  segregation  ? 

Mr.  Callis.  Yes,  sir.  They  are  simply  facts.  We  are  not  by 
inference  or  innuendo  indicating  or  intimating  that  we  are  entitled 
to  as  much  profit  as  they  are  for  having  four  profitable  departments. 

We  are  simply  stating  that  under  a  plan  promulgated  by  Govern- 
ment with  the  assistance  of  industry  we  were  forced  to  operate  under 
Government  directives  where  the  cost  of  the  products,  the  cost  of 
the  transportation  of  the  product  and  the  sale  of  product  were  regu- 
lated. Their  operations  in  the  same  areas  were  profitable,  whereas 
ours  were  unprofitable. 

The  CiiAiRMAisr.  But  any  other  company  which  did  not  have  its  own 
tanker  fleet  paid  the  same  transportation  rates  that  you  paid;  is  that 
correct  ? 

Mr.  Callis.  Yes,  sir. 

The  Chairman.  And  it  would  probably  suffer  the  same  loss  of 
income  ? 

Mr.  Callis.  Unfortunately,  I  know  of  no  such  company.  There 
may  have  been  major  companies  who  did  not  make  as  much  money 
on  their  transportation  as  others.  They  may  not  have  had  the  same 
percentage  of  oil,  toluene,  or  aviation  gasoline  to  sell  in  the  war  effort, 
but  those  companies  did  have  the  same  increased  trend  of  earnings. 

The  Chairman.  What  I  was  getting  at  was  whether  there  were  other 
independent  companies  which  had  the  same  experience  that  you  had. 

Mr.  Callis.  I  know  of  no  such  companies. 

The  Chairman.  Then,  why  was  yours  a  particular  or  peculiar  case? 

Mr.  Callis.  The  records  indicate  that  I  was  the  only  independent 
nonintegrated  company  who  participated  in  these  two  plans,  who 
brought  in  a  barrel  by  substitute  methods  for  each  barrel  that  I  sold 
before  the  war. 

The  Chairman.  Then,  the  other  independent  companies  that  were 
operating  in  your  field  did  not  participate  in  the  plan  ? 

Mr.  Callis.  To  the  same  extent  that  I  did,  no,  sir. 

The  Chairman.  To  what  extent? 

Mr.  Callis.  Minor.  Those  records  are  available,  and  I  would  be 
glad  to  submit  the  activity  of  the  other  independents  which  later 
joined  the  plan.  I  was  the  only  independent  that  was  in  the  plan 
from  the  start. 

The  Chairman.  Your  complaint  then  is  that  the  reimbursement 
which  was  adopted  is  not  broad  enough  to  cover  your  case ;  is  that  your 
complaint  ? 

Mr.  Calus.  It  was  intended  to.  It  was  the  intention  that  we  were 
to  be  reimbursed.  But  as  the  plans  were  administered  by  both  indus- 
try committees  and  Government  agencies,  others  were  reimbursed  in 
full  for  doing  the  same  thing  for  which  we  were  only  partially  reim- 
bursed. Our  20-cent  tankers  were  taken  away  from  us  and  we  were 
forced  to  40  cents  as  normal. 

I  have  another  phase  of  this  situation  which  contributes  to  the  profit 
trend  which  I  would  like  to  cover. 

Mr.  Eraser.  Mr.  Callis,  will  you  ask  your  attorney  to  send  the  com- 
mittee a  copy  of  this  table  so  we  can  reproduce  it  ? 
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Mr.  Callis.  I  will  be  very  glad  to.     [Printed,  supra^  p.  449.] 

Mr.  Callis  (resuming)  :  As  I  have  said,  the  compensatory  adjust- 
ments provided  in  the  second  plan  were  supposed  not  only  to  reimburse 
participants  for  excess  transportation  costs  but  also  for  extra  and  ab- 
normal costs  above  normal  purchase  prices  in  the  Gulf  coast  area. 
I  would  like  to  explain  how,  in  the  latter  instance,  Petrol,  because  of 
an  arbitrary  fixing  of  product  values,  was  again  discriminated  against. 

The  second  plan  arbitrarily  fixed  product  values  to  be  used  in  com- 
puting claims  at  prevailing  ceiling  prices  for  refined  products  in  the 
Gulf  coast  area.  Petrol  Corp.,  which  always  had  cargo  contract 
})rices  lower  than  these  ceilings,  was  penalized  by  the  difference  be- 
tween its  cargo  contract  purchase  prices  and  the  applicable  ceiling 
prices.  Although  it  could  have  bought,  under  contract,  petroleum 
products  below  ceiling  prices,  it  had  to  use  the  ceiling  prices  to  figure 
its  claims  for  compensation  under  this  plan.  However,  effect  was 
given  by  Defense  Supplies  Corporation  to  contract  prices  below  ceiling 
♦prices  for  crude  oil  purchased  by  it  in  Texas  fields,  since  it  paid  full 
ceiling  prices  for  crude  oil  purchased  and  transported  through  pipe 
lines  owned  by  War  Emergency  Pipelines,  Inc.,  a  Government- 
controlled  corporation,  although  the  companies  from  whom  it  bought 
may  have  acquired  the  crude  oil  at  discounts  off  ceiling  prices. 

That  is  to  say,  major  integrated  oil  companies  buy  crude  oil  and 
refine  it.  Independent  nonintegrated  marketers  buy  gasoline  and 
other  refined  products.  Purchase  price  advantages  were  allowed  on 
crude  oil  but  not  on  gasoline  or  other  refined  products.  Such  practice 
obviously  resulted  in  preferential  treatment  of  large  major  integrated 
oil  companies  to  the  detriment  of  independent  marketers  such  as 
Petrol.  In  this  respect,  the  effect  given  the  second  plan  was  discrimi- 
natory and  prejudicial.  Obviously  independent  marketers  should  not 
have  been  denied  compensation  because  they  operated  in  only  one 
branch  of  the  industry.  I  would  like  to  add  here,  the  loss  to  Petrol 
Corp.  amounted  to  $1,104,891.93,  from  August  1, 1942,  when  the  second 
plan  went  into  effect,  to  October  1, 1945,  for  the  loss  of  those  margins. 

Coming  back  to  the  first  plan  for  a  moment,  I  would  like  to  call  your 
attention  to  the  administration  of  the  pool  comprised  of  the  additional 
revenue  derived  from  authorized  price  increases.  This  pool  totaled 
more  than  $310,000,000,  which  was  disbursed  under  approvals  made 
by  a  subcommittee  appointed  by  the  Petroleum  Administrator,  This 
subcommittee  was  known  as  the  extra  transportation  expense  manag- 
ing subcommittee.  As  previously  stated,  8  of  its  11  members  were 
officials  and  representatives  of  large  major  oil  companies.  A  review 
of  the  subcommittee  minutes  will  indicate  payment  of  certain  costs 
were  denied  independent  nonintegrated  companies  while  full  payment 
of  similar  but  not  identical  costs  was  allowed  large  major  oil  companies. 

Since  the  inequalities  of  the  Government  program  to  aid  the  petro- 
leum industry  in  its  furtherance  of  the  war  effort  constantly  jeo- 
pardized Petrol's  very  ability  to  continue  operations,  from  the  incep- 
tion of  the  plans  it  appealed  to  the  Petroleum  Administrator  for 
relief.  It  was  first  advised  that  control  of  all  margins  and  prices  was 
vested  by  law  exclusively  in  the  Office  of  Price  Administration.  Tak- 
ing its  case  to  the  OPA,  officials  of  that  agency  instructed  Petrol  to 
continue  operations  to  determine  what  losses  would  be  snsta;ined,  and 
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upon  ascertaining  them  to  petition  for  relief,  which  would  be  granted. 
On  July  28,  1943,  Petrol  filed  with  the  OPA,  the  Petroleum  Admin- 
istrator, and  the  Defense  Supplies  Corporation  a  petition  outlining 
losses  it  had  sustained  and  requesting  specific  relief.  To  date  no  relief 
has  been  forthcoming  and  the  plans  have  been  terminated. 

Mr.  Fraser.  Do  you  mean  to  say  that  you  had  a  firm  conunitment  by 
OPA  to  grant  the  relief  if  you  went  ahead  and  sustained  losses  ? 

Mr.  Callis.  We  think  so.  We  got  the  commitment  from  Mr.  Leon 
Henderson  then  Price  Administrator,  Mr.  Harry  Boothe,  counsel,  and 
Mr.  George  Eoffing,  price  executive,  petroleum  section,  all  of  OPA, 

Mr.  Fraser.  Was  that  a  verbal  understanding? 

Mr.  Callis.  Confirmed  by  them  or  us  that  we  were  to  proceed 
accordingly. 

Mr.FRASER.  Was  that  a  verbal  understanding  ? 

Mr.  Callis.  And  confirmed,  I  think. 

Mr.  Fraser.  In  writing? 

Mr.  Callis.  Yes.  ••  * 

The  Chairman.  I  am  not  altogether  clear  why  you  were  sent  to 
OPA.  I  understood  you  to  say  that  certain  costs  were  allowed  by 
the  Petroleum  Administration  in  the  case  of  integrated  companies, 
but  similar  costs  were  denied  to  the  independent  company.  If  that  is 
true,  it  means  that  the  action  which  caused  your  loss  was  an  action 
of  the  Petroleum  Administration  for  War  and  not  OPA. 

Mr.  Callis.  We  have  always  thought  so,  Mr.  Chairman.  We  have 
contended  that  all  along  it  was  PAW's  job,  since  they  told  us  to  go 
into  the  plan,  and  since  they  promulgated  it.  It  was  their  job  to  see 
that  we  were  paid  upon  the  same  yardstick  as  other  participants  were 
paid. 

The  Chairman.  But  your  statement  was  that  the  costs  which  were 
allowed  in  the  case  of  the  major  companies  and  denied  in  your  case 
were  not  the  same  costs  but  similar  costs ;  am  I  right  ? 

Mr.  Callis.  In  a  measure;  yes. 

The  Chairman.  Is  that  the  fact? 

Mr.  Callis.  They  were  both  identical  costs  and  similar  costs.  In 
other  words,  we  may  not  have  imported  oil  for  as  far  a  distance  as 
my  competitors  did  in  the  plan.  They  had  benefits  of  exchanges  which 
we  did  not. 

The  Chairman.  Here  is  your  sentence: 

A  review  of  the  subcommittee  minutes  will  indicate  payment  of  certain  costs 
were  denied  independent  nonintegrated  companies,  while  full  payment  of  similar 
but  not  identical  costs  were  allowed  large  major  oil  companies. 

Now,  that  seems  to  me  the  gist  of  the  case. 

Mr.  Callis.  Those  items  of  expenses  were,  even  if  they  were  ruled 
out  because  they  were  not  identical,  still  covered  by  the  plan,  and  in 
dollars  they  amounted  to  a  very  small  fraction  of  our  total  claims. 

The  Chairman.  Can  you  give  me  an  example  of  what  costs  are 
meant? 

Mr.  Callis.  Yes. 

The  Chairman.  What  cost  was  denied  you  that  was  allowed  a 
major? 

Mr.  Callis.  We  were  told  to  purchase  product  wherever  we  could 
get  it  in  district  1  and  move  it  to  the  point  of  shortage.  For  instance, 
we  were  desperately  short  of  oil  here  in  Washington.  We  have  the 
largest  terminal  here.     Our  plant  was  relatively  empty  when  it  should 
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have  been  full.  We  came  to  Washington  and  discussed  the  matter 
with  the  Petroleum  Coordinator  and  his  staff,  and  they  told  me  that 
this  plan  was  being  promulgated,  and  for  me  to  buy  oil  and  fulfill  my 
obligations  wherever  I  could  get  it. 

I  went  to  New  York.  There  was  a  surplus  of  oil  there.  I  trans- 
ported it  to  Washington,  around  the  cape,  at  a  cost,  say,  of  one-half 
cent  a  gallon,  millions  of  gallons.  When  the  plan  was  promulgated 
it  said  that  that  expense  would  be  compensated  for,  but  I  had  to  sub- 
tract from  my  extra  expense  the  cost  of  bringing  oil  from  Texas  to 
New  York.  Obviously,  I  did  not  pay  as  much  transportation  from 
New  York  to  Washington  as  it  would  have  cost  to  move  that  same 
quantity  of  oil  by  tanker  from  Houston,  Tex.,  to  Washington  or 
Philadelphia  or  Baltimore.  Consequently,  because  the  language  of 
the  plan,  after  I  had  spent  the  money  to  bring  the  products  in  to  fill 
the  shortage,  was  such  that  the  plan  was  promulgated  after  the  job 
had  been  done,  and  there  were  several  words  which  said,  if  I  inter- 
preted them,  that  the  committee  would  pay,  as  we  contended  it  should 
have  been  paid,  and  it  was  denied. 

On  the  other  hand,  companies  which  did  the  same  thing,  who  had 
exchange  agreements,  New  York  versus  Baltimore,  or  Baltimore  versus 
Toledo,  or  St.  Louis  versus  Washington,  those  companies  were  allowed 
compensation  for  oil  which  moved  from  Houston  to  St.  Louis.  Tlien 
they  traded  it  with  a  friend  or  an  associate  and  got  it  to  Washington. 
Tliey  were  compensated  for  10  times  the  units  in  dollars  because  of  the 
extra  freight.  But  we  were  denied  our  actual  freight  costs  from  Wash- 
ington to  New  York. 

Similarly,  we  brought  oil  from  as  far  west  as  New  Mexico,  and 
a  technical  decision  of  the  committee,  after  many  meetings,  where 
there  were  tie  votes  and  the  chairman  refused  to  vote,  went  against 
me  and  I  was  not  reimbursed.  None  of  this  money  was  denied  Petrol 
Corp.  on*a  one  vote.  It  was  after  constant  meetings  and  constant 
wrangling  on  the  part  of  Petrol  versus  the  11  men  on  the  committee. 

But  the  language  that  you  refer  to  specifically  can  be  supported,  and 
in  such  a  way  that  on  a  number  of  votes,  had  the  chairman  voted,  we 
would  have  been  paid. 

The  Chairman.  You  mean  if  he  had  voted  to  pay  you  ? 

JNIr.  England.  If  he  had  voted  for  you. 

Mr.  Callis.  Yes;  after  the  votes  went  the  other  way,  the  subject, 
of  course,  was  passed.  Then,  under  the  plan  we  appealed,  and  since 
the  same  men  we  appealed  to  were  in  effect  on  the  committee,  that 
was  denied.  Wlien  it  got  to  Washington,  it  was  denied.  And  when 
we  filed  our  complaint,  we  were  referred  to  the  OPA.  The  fellows 
that  wrote  the  plan  referred  us  to  the  OPA.  Then,  when  the  DPC 
got  in,  the  OPA  referred  us  to  them. 

The  Chairman.  You  were  referred  to  OPA,  I  take  it,  on  the  ground 
that  your  compensation  was  to  be  obtained  through  the  authority  of 
OPA  to  pay  a  subsidy.   Is  that  right  ? 

INIr.  Callis.  Yes,  sir. 

The  Chairman.  It  was  not  through  any  interpretation  of  OPA 
price  ceilings,  but  the  OPA  power  to  pay  subsidies?     Am  I  right? 

Mr.  Callis.  That  is  right.  But,  of  course,  we  felt  that  the  PAW 
just  shifted  the  burden  from  their  own  shoulders  to  those  of  OPA. 
They  were  both  responsible  for  the  promulgation  of  the  plan. 
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We  had  a  fund  in  the  Chase  National  Bank,  and  the  OP  A  and  the 
PAW  agreed  upon  price  increases  that  were  necessary  to  pay  the 
industry's  extra  transportation  costs.  Tliis  plan,  the  first  plan,  was 
a  very  complicated  program,  and  the  net  of  it  was  that  the  public  paid 
all  of  the  bill  until  price  increases  on  gasoline  were  elevated  as  mucli 
as  3  cents.  Then  the  subsidy  took  over,  and  the  prices  were  reduced. 
Then  we  closed  the  pool  account  and  transferred  it  to  the  account 
of  the  KFC. 

The  Chairman.  Was  the  reference  to  OPA  written  or  oral  ? 

Mr.  Callis.  You  mean  the  reference 

The  Chaikmax.  To  the  OPA  by  the  PAW  ? 

Mr.  Callis.  On  paper :  yes. 

The  Chair  MAN.  It  was  written,  was  it? 

Mr.  Callis.  Yes.  and  confirmed. 

The  Ch.ajr2iax.  Did  it  state  the  reason  why? 

Mr.  Callis.  Yes,  PAW  stated  in  effect,  the  plan  speaks  for  itself,  and 
it  is  OPA's  job  to  prevent  casualties.  Of  course,  there  will  be  a  few 
casualties.  If  they  think  you  need  any  relief  OPA  can  tell  us  to  amend 
the  plan,  or  they  can  grant  relief  through  the  authority  which  they 
have,  if  they  choose  to. 

Senator  5Ioore.  By  the  subsidy  program? 

Mr.  Callis.  A  subsidy  or  price  increase ;  yes. 

The  OPA  letter  proposed,  as  I  outlined  here,  a  method  of  helping 
me  which  was  anomalous.     It  was  without  effect. 

After  further  conferences  with  the  agencies  involved,  on  March  7, 
1945,  auditors  of  the  OPA  came  from  Washington  to  Philadelphia  to 
analyze  the  financial  condition  of  Petrol.  They  advised  that  the  relief 
which  would  be  offered,  if  found  justified,  would  be  to  authorize  an 
increase  in  Petrol's  ceiling  prices.  This  would  have  been  an  anoma- 
lous concession,  since  Petrol  could  not  charge  its  customers  more  than 
its  competitors  and  hope  to  stay  in  business. 

As  you  can  see.  we  tried  every  means  within  the  scope  of  the  agencies 
involved  to  obtain  relief,  which  we  not  only  badly  need,  but  which, 
in  accordance  with  the  purposes  of  the  recommendations  issued  by 
these  agencies,  we  fully  deserve. 

Mr.  Frasek.  Did  you  go  to  the  War  Shipping  Administration,  too  ? 

Mr.  Callis.  Yes.  sir. 

Mr.  Fraser.  Do  you  cover  that  ? 

Mr.  Callis.  Yes,  sir, 

Mr.  Fraser.  Very  well. 

Mr.  Callis.  The  negative  and  ineffectual  attitude  of  these  agencies 
convinced  us  that  we  would  have  to  seek  a  just  solution  to  our  problems 
in  another  direction.  I  should  like  to  say  here  that  if  any  of  the  mem- 
bers of  this  committee  have  thus  far  got  the  impression  that  Petrol 
Corp.  has  a  persecution  complex,  it  is  only  fair  to  state  that  we  got 
it  at  the  expense  of  over  314  million  dollars.  On  June  1.  1945, 1  wrote 
a  letter  to  Mr.  George  S.  Stoner,  executive  vice  president  of  Defense 
Supplies  Corporation,  which,  in  part,  declared  that : 

Unless  the  Defense  Supplies  Corporation  is  disposed  to  make  immediate  pay- 
ment of  the  claims,  it  is  suggested  that  the  claims  be  submitted  to  arbitration 
under  either  the  rules  of  the  Federal  Arbitration  Act  or  the  commercial  arbitra- 
tion rules  of  the  American  Arbitration  Association.  This  procedure  would  involve 
a  signed  agi-eement  on  the  part  of  Defense  Supplies  Corporation  and  Petrol 
Corp.  to  be  bound  by  a  decision  of  impartial  arbitrators  in  their  determination 
of  the  answers  to  the  following  questions  : 
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(1)  Was  Petrol  Corp.  impartially,  adequately,  and  equitably  compensated 
under  the  purpose  and  intent  of  the  extra  transportation  exi)ense  and  Federal 
subsidy  programs  in  connection  with  the  excess  cost  of  maintaining  in  wartime 
adequate  petroleum  supplies  on  the  east  coast? 

(2)  If  not,  what  award  should  be  made  to  Petrol  Corp.  in  payment  of  its 
claims? 

This  reasonable  request  for  arbitration  was  denied. 

Mr.  Fraser.  Why? 

Mr.  Calus.  Again,  the  agency  stated  that  they  had  revieAved  the 
matter  and  given  it  a  lot  of  consideration. 

Senator  Moore.  Wliat  agency  ? 

Mr.  Callis.  These  were  joint  meetings  between  OPA,  PAW,  DSC, 
and  the  Maritime  Commission. 

Senator  Moore.  I  see. 

Mr.  Callis.  They  stated  that  the  plans  as  promulgated  and  as 
written  did  not  give  them  the  authority  to  make  any  retroactive  pay- 
ments and  that,  while  the  Reconstruction  Finance  Corporation  was 
a  commercial  corporation  and  could  be  sued,  they  did  not  feel  that  they 
had  the  authority  to  agree  to  arbitration  and  therefore  reluctantly 
denied  our  claim  for  arbitration. 

Mr.  Fraser.  They  felt  that  under  the  statutes  they  did  not  have 
the  power  to  submit  to  arbitration ;  is  that  it  ? 

Mr.  Callis.  That  is  what  they  stated.  We  tried  to  show  them  where 
they  did  have  that  power,  but  we  could  not  convince  them. 

Accordingly,  Senate  bill  1327  was  introduced  in  the  first  session  of 
the  Seventy-ninth  Congress  to  provide  for  the  relief  of  Petrol  Corp, 
This  bill  is  now  pending  before  the  Claims  Committee  of  the  Senate. 
On  the  surface,  this  bill  carries  no  import  other  than  the  fact  that 
Petrol  Corp.  seeks  the  right  to  arbitrate  the  losses  it  suffered  due  to 
excessive  costs  incurred  in  furthering  the  war  effort  of  which  it  has 
been  discriminatorily  deprived.  Actually,  the  introduction  of  the  bill 
carries  deeper  implications.  It  is  the  culmination  of  several  years  of 
vain  effort  on  the  part  of  our  independent  company  to  survive  devious 
monopolistic  practices  of  large  major  oil  companies,  which  often  appear 
to  be  under  the  illusion  that  the  great  American  institution  of  free 
enterprise  is  nothing  more  than  an  irritant  to  their  own  special  ambi- 
tions. 

Mr.  Fraser.  I  take  it  your  lawyers  feel  that  Congress  has  the  power 
to  pass  such  a  bill  ? 

Mr.  Callis.  Yes,  sir. 

The  passage  of  this  bill  is  important. 

Senator  Moore.  You  mean  the  allowance  of  this  claim? 

Mr.  Callis.  No,  simply  to  arbitrate.  All  we  are  asking  Congress  to 
do  is  to  tell  the  Reconstruction  Finance  Corporation  to  arbitrate  it. 

Seantor  Moore.  You  have  the  bill  filed  ? 

Mr.  Callis.  We  are  simply  asking  for  arbitration  of  these  claims. 

Senator  Moore.  I  see. 

Mr.  Callis.  We  are  not  asking  Congress  to  decide  whether  we  were 
hurt  or  not.  We  are  asking  impartial  people  to  decide  it.  And  since 
the  Reconstruction  Finance  Corporation  feels  we  need  the  assistance 
of  Congress,  since  we  cannot  get  a  check  from  anywhere  else,  we  are 
asking  Congress  to  help. 

The  Chairman.  Of  course,  there  is  such  a  thing  as  damage  without 
a  right  to  recovery,  and  unless  your  bill  takes  that  into  consideration, 
mere  arbitration  would  do  you  no  good. 
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Mr.  Callis.  We  feel  it  would  clear  up  in  our  mind  that  we  haven't 
been  discriminated  against  and  that  Kalph  Davies  and  Harold  Ickes 
were  right  when  they  publicly  announced  these  plans  as  being  a  "must," 
and  that  all  companies  who  had  a  substantial  responsibility  to  the  war 
effort  should  join,  and  that  while  there  may  be  some  casualties,  every- 
body was  going  to  be  treated  alike. 

We  felt  that  if  they  knew  what  they  were  talking  about  when  they 
forecast  those  casualties  there  ought  to  be  more  red  figures  in  the  table 
than  those  for  Petrol  Corp. 

The  Chairman.  It  seems  to  me,  Mr.  Callis,  that  the  heart  of  your 
case  is  whether  or  not  the  plan  which  you  signed  gave  you  the  right  to 
claim  compensation  for  the  extra  cost  that  you  assumed  for  the  trans- 
portation of  oil.    Isn't  that  right? 

Mr.  Callis.  Let  me  answer  your  question  this  way :  The  managing 
subcommittee,  after  many  appeals,  agreed  that  about  six  words  were 
needed  in  the  plan  to  correct  the  inequities  that  were  purported  to 
exist.  We  do  as  much  business  in  the  communities  in  which  we  operate 
as  some  of  the  major  companies  do.  Consequently,  if  we  dropped  out, 
it  would  not  have  been  an  industry  plan.  We  were  the  only  independ- 
ent in  it. 

The  Chairman.  Do  you  agree  that  those  six  words  were  needed  to 
cover  your  claim  ? 

Mr.  Callis.  No,  sir.  By  no  stretch  of  the  imagination  could  any 
11  committee  members,  butchers,  bakers,  and  candlestick  makers,  read 
those  same  words  and  deny  me  this  payment.  The  fact  that  many, 
many  meetings  of  this  committee  took  place  where  divided  opinion 
wanted  me  paid,  because  the  plan  says  that  we  were  to  be  compensated 
for  every  extra  cost  above  tanker  normal  for  doing  the  job,  certainly 
leaves  room  for  some  question.  We  agreed  to  join  before  we  saw  the 
plan,  and  when  we  saw  the  plan  we  immediately  objected.  And  they 
said,  "We  agree  with  you.    We  will  fix  it." 

They  brought  the  plan  down  to  the  OPA,  because  OPA  then  was 
regulating  these  price  increases  which  paid  us  off.  They  said,  "No, 
we  will  not  change  the  plan.  It  suits  the  industry.  You  are  the  only 
one  that  is  complaining."  Of  course ;  I  was  the  only  independent.  I 
was  the  only  one  out  of  step.  So  they  said,  "Go  on  back  home.  Do 
your  job;  bring  your  balance  sheets  and  operating  statements  back. 
We  will  do  something  for  you." 

They  called  William  Clayton  on  the  phone  and  said,  "We  have  a 
company  over  here  that  is  about  to  be  closed  up  because  he  needs  a 
special  subsidy.  Everybody  else  is  happy  but  him."  I  was  exhibit  A 
for  plan  No.  2,  which  Jesse  Jones  and  Mr.  Clayton  promulgated  for 
the  industry.     Everybody  else  has  been  paid  but  me. 

Our  attorneys  feel  that  no  clarification  of  the  plan  is  needed  now  or 
was  needed  then.  We  can  prove  that  millions  of  dollars  were  paid 
under  identical  conditions,  identical  circumstances,  for  doing  the  same 
job ;  but  we  were  not  paid,  because  five  men  out  of  nine  said  "No" — all 
my  leading  competitors.  Four  men  said  "Yes."  They  were  my  com- 
petitors, too.  I  was  not  paid.  That  is  how  technical  it  is,  after 
many,  many  meetings. 

The  Chairman.  Of  course,  what  you  are  bringing  to  us  now  is  a 
dispute  over  a  particular  claim  and  the  effect  of  a  particular  plan,  is 
it  not? 
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Mr.  Callis.  Xo  ;  we  are  really  asking  you,  Mr.  Chairman,  to  see  that 
this  does  not  happen  again,  whatever  your  national  policy  is  going  to 
be.  You  have  heard  days,  weeks,  and  probably  months  of  testimony 
from  the  producers,  the  refiners,  and  the  transporters.  I  do  not  know 
who  has  preceded  me  or  I  do  not  know  who  will  be  behind  me. 

The  marketing  end  of  the  business  has  been  the  orphan  since  the 
day  this  thing  started.  I  would  not  be  in  the  position  I  am  in :  the 
Government  would  not  owe  me  $3,500,000  for  money  that  I  paid  rail- 
roads and  my  competitors  if  I  had  my  excess  costs  reimbursed  on  the 
same  basis  as  my  competitors.  Mind  you,  I  paid  most  of  this  money 
to  my  competitors  for  product  after  I  ran  out  of  money  importing  oil 
under  a  directive  known  as  directive  59. 

I  had  to  pay  the  producer,  the  refiner,  and  the  transporter  a  profit, 
and  I  had  to  sell  it  at  the  same  price  in  order  to  keep  my  60,000 
customers  supplied  with  fuel  oil  and  gasoline,  while  those  same  com- 
panies were  making  a  profit  producing  aviation  gasoline,  motor  fuel, 
toluene,  rubber,  codimer,  and  selling  oil  to  me.  Now,  I  have  no  objec- 
tion to  that.  The  only  point  is  that,  if  we  marketers  are  going  to 
survive,  committee  representation  must  include  us  marketers.  We 
no  longer  can  absorb  conditions  where  producers,  refiners,  and  trans- 
porters sell  products  a  cent  and  a  half  or  2  cents  below  cost.  Today, 
in  this  very  city,  you  can  buy  fuel  oil  delivered  to  your  residence  for 
less  money  than  my  competitors  are  putting  gasoline  into  commercial 
accounts — the  butchers,  the  bakers,  and  the  candlestick  makers. 

One  of  the  leading  companies,  whose  earnings  went  from  $3,000,000 
to  $13,000,000 — without  naming  him,  I  do  not  think  I  should  do  that — 
is  presently  selling  gasoline  in  Philadelphia,  Baltimore,  and  Washing- 
ton, throughout  that  territory,  on  what  is  known  as  a  Gulf  coast  basis. 
He  does  not  refine  on  the  Gulf,  he  brings  his  crude  oil  to  Philadelphia 
from  the  Gulf.  He  is  selling  gasoline  on  the  basis  of  5i^  cents,  which 
is  the  Gulf  coast  posted  price  today  for  high-octane  gasoline,  plus  the 
War  Shipping  Administration's  posted  tanker  rate.  No  one  but  a 
producer,  refiner,  and  transporter  can  do  that,  because  if  he  loses  2 
cents  a  gallon  in  his  marketing  department,  he  makes  it  up  producing, 
refining,  or  transporting,  or  he  spends  some  of  this  cushion  which  he 
has  been  making  for  5  years,  because  his  earnings  have  accelerated 
from  $3,000,000  a  year  to  $13,000,000  a  year  in  1945.  I  mention  that 
in  my  recommendations. 

The  Chaiemax.  Now,  you  are  stating  the  familiar  suggestion  that 
the  integrated  company  can  undersell  an  independent  company  with 
which  it  is  in  competition  in  the  marketing  field,  for  example,  by  off- 
setting losses  with  profits  in  some  other  branch  of  the  industry. 

Mr.  Callis.  There  is  no  question  about  it. 

Mr.  Fraser.  You  mean  a  major  company? 

The  Chairman.  A  major,  integrated  oil  company. 

Mr.  Callis.  Mr.  Chairman,  we  have  an  oil  company  that  operates 
in  Philadelphia,  Baltimore,  and  Washington,  that  thinks  nothing  of 
paying  $50,000,  $75,000,  or  $100,000  for  a  piece  of  property.  One  of 
our  oldest  churches  in  Philadelphia  last  week  was  solcl  to  one  of  my 
leading  competitors. 

Mr.  England.  You  mean  for  retail  distribution  ? 

Mr.  Callis.  Yes ;  they  are  going  to  take  down  that  church  and  put 
a  four-bay  enameled-f ront  service  station  in  at  a  cost  of  $50,000.    Now, 
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no  businessman,  regardless  of  how  many  millions  he  has,  how  many 
stockholders  he  has,  and  how  smart  he  is,  can  make  a  service  station 
pay  which  cost  $200,000;  if  he  got  his  crude  oil  for  nothing,  if  his 
ships  cost  him  nothing,  if  he  had  no  expenses  at  the  service  station, 
he  still  could  not  make  a  fair  return  on  his  invested  capital.  There 
are  hundreds  of  those  stations  being  purcliased  today  with  war  profits 
by  the  same  people  with  whom  I  must  compete.  They  are  the  things 
which  I  am  recommending  that  this  committee  see  to  it  do  not  happen 
in  the  future.  If  you  want  your  marketing  segment  of  the  business 
to  survive ;  if  you  want  small  business,  if  you  want  to  give  small  busi- 
ness help  other  than  lip  service,  prevent  these  integrated  oil  companies 
from  underselling  their  competitors,  taking  their  markets,  with  profits 
they  make  producing  crude  oil,  ship  profits  that  they  make,  and  pipe- 
line profits  that  they  make,  to  say  nothing  of  refining  profits  that  they 
make. 

The  Chairman.  Your  statement  is  that  in  the  present  conditions, 
profits  in  one  branch  of  the  industry,  or  in  another,  may  be  used,  and 
are  being  used,  to  make  it  unprofitable  for  an  independent  marketer 
to  survive? 

Mr.  Callis.  Yes,  sir;  and  I  will  illustrate  that  fact  by  taking  the 
two  leading  companies  in  the  territory.  They  are  selling  gasoline 
today  for  less  than  the  witnesses  have  told  you  it  costs  to  make  it. 

Mr.  Boyd  just  referred  a  while  ago  to  5-cent  gasoline  in  the  Gulf, 
or  gasoline  being  three-quarters  of  a  cent  under  the  ceiling.  The  ceil- 
ing is  five  and  three-quarters.    That  is  5  cents  today. 

These  integrated  marketing  companies,  with  millions  of  dollars  to 
back  up  their  marketing,  are  selling  gasoline  today  netting  back  to  the 
Gulf  5  cents  a  gallon.  My  costs  and  their  costs  are  thrown  out  the 
window.  They  do  not  get  back  one  penny.  So  the  jobbers  and  the 
distributors  and  the  dealers  and  the  gasoline  marketers  are  faced  with 
competing  with  that  kind  of  competition. 

Now,  we  have  had  to  sell  for  4  j^ears  almost  everything  we  bought 
for  what  we  paid  for  it.  We  have  had  a  few  supply  contracts  which 
gave  us  some  profit  so  that  we  show  only  the  losses  that  are  listed 
on  my  second  chart.     (Table  printed  Hupra^  p.  449.) 

We  do  $15,000,000  worth  of  business  annually,  and  we  were  told  to 
carry  on,  which  we  did.  Now,  we  have  had  losses  for  years  and  we 
are  accustomed  to  no  profit.  We  are  a  small  company;  we  are  pri- 
vately owned  and  privately  managed.  These  companies  cannot  con- 
tinue to  juggle  crude  prices,  tanker  prices,  production  prices,  sufficient- 
ly to  operate  their  companies  indefinitely  the  way  I  have  been  operating 
mine. 

I  think  their  stockholders  are  entitled  to  a  break.  If  you  fix  their 
stockholders,  you  will  fix  mine.  If  you  make  them  market  at  a  profit, 
I  can  make  a  profit.  If  you  do  not  put  a  stop  to  this  monopolistic 
trend,  this  selling  below  cost  in  order  to  produce  a  barrel  of  crude  oil, 
to  transport  a  barrel  of  crude  oil,  to  refine  a  barrel  of  crude  oil,  you  will 
not  have  any  more  independents  like  me. 

Mr.  Fraser.  Do  you  say  that  this  selling  below  cost  is  a  postwar 
development,  or  did  it  exist  before  the  war  ? 

Mr.  Callis.  It  only  occurs  when  there  is  a  surplus  of  gasoline. 

Mr.  Fraser.  I  notice  that  in  1940,  Petrol  Corp.  made  a  substantial 
profit. 


THE   INDEPENDENT   PETROLEUM   COMPANY  459 

Mr.  Callis.  Gasoline  was  sellino;  for  8  cents  a  gallon  in  1940,  which 
is  now  being  sold  for  6  cents  at  Philadelphia. 

The  Chairman.  You  are  talking  about  a  practice  which  was  cited 
by  former  President  William  Howard  Taft  in  a  special  message  to 
Congress  as  an  outstanding  example  of  monopolistic  practice  which 
should  not  be  permitted ;  that  is  to  say,  the  use  of  superior  resources  to 
undersell  a  competitor  and  crush  the  competitor  out  of  business. 

Mr.  Callis.  Yes,  sir ;  I  had  prefaced  my  remarks  in  almost  that  same 
language. 

The  Chaermax.  Now,  of  course,  a  confusion  arises  from  the  fact 
that  most  of  your  discussion  has  been  devoted  to  a  particular  claim 
over  which  this  committee  has  no  jurisdiction. 

Mr.  Callis.  I  am  not  asking  3^ou,  sir.  I  am  only  citing  that  as  a 
wrapped-up,  conclusive,  indisputable  package,  that  if  you  let  these 
major  oil  companies,  who  are  primarily  interested  in  production  profit, 
continue  to  run  the  show  and  not  let  us  put  our  foot  in  the  back  door 
of  administrative  committees,  or  at  least  let  us  have  one  member  on 
them,  so  we  can  holler  if  nothing  else,  we  shall  be  run  out  of  business. 

The  Chairman.  You  have  been  doing  a  little  hollering. 

Mr.  Callis.  The  least  they  should  have  done,  Mr.  Chairman,  is  to 
let  us  say,  "We  do  not  agree  with  you."  Maybe  there  will  be  some 
casualties,  and  we  will  be  the  casualties. 

The  thing  we  do  object  to,  and  the  thing  we  feel  has  been  delib- 
erately done  in  this  case,  is  this :  They  wrote  these  plans  to  suit  them- 
selves*. They  forgot  all  about  us.  "To  hell  with  the  marketer;  let's 
win  the  war." 

A  grand  job  has  been  done.  The  petroleum  industry  andj  the 
PIWC,  and  Mr.  Ickes  and  Mr.  Da  vies  and  these  200  major  fellows 
that  have  been  down  here  helping  them  do  the  job,  have  done  a  grand 
job.  But  they  have  discriminated  against  us  marketers.  They 
forgot  about  us. 

Now,  we  are  not  asking  this  committee  to  tell  Congress  to  pay  our 
bill  •  we  are  asking  you  in  this  meeting  to  at  least  let  the  independent 
marketers  come  in  the  back  door  at  industrj'^  committee  meetings. 
Throw  us  a  bone ;  let  us  live.  Do  not  let  those  fellows  make  millions 
and  let  us  eat  bricks  and  stones  and  mortar  and  tank  trucks,  because 
(he  diet  is  pretty  tough.     (Resuming  prepared  statement:) 

It  (the  passage  of  S.  1827)  is  important.  It  will  mean  that  the  se- 
curity of  small  business  in  the  national  economy  has  been  recognized 
as  an  essential  ingredient  of  the  American  way  of  life.  Its  passage 
will  be  a  direct  blow  to  the  trend  toward  monopoly  and  purposeful 
discrimination.  Monopoly  in  any  sphere  is  dangerous.  Monopoly 
eventually  results  in  scarcity  where  there  is  plenty.  The  stoppage 
of  competitive  opportunity  for  business  undermines  a  nation's  well- 
being. 

It  is  unfortunate  that,  because  large  major  oil  companies  are  in  a 
position  to  achieve  the  ultimate  elimination  of  competition  in  the 
marketing  of  petroleum  products,  an  independent  oil  companj'^  is 
forced  to  rely  on  the  protection  of  Congress.  It  is  not  only  unfor- 
tunate, it  is  alarming.  The  fact  that  any  group  could  occupy  so 
strategic  a  position  is  as  much  of  a  threat  to  the  well-being  of  the 
Nation  as  it  is  to  the  survival  of  one  independent  company. 
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To  date  the  pressure  on  Petrol  has  not  let  up.  The  premature 
termination  of  most  of  the  wartime  petroleum  regulations  shortly 
after  VJ-daj^,  before  supply  and  demand  were  in  balance,  resulted 
in  a  shortage  of  kerosene  and  fuel  oils.  Previously,  under  directive 
59  issued  by  the  Petroleum  Administration  for  War,  products  were 
allocated  among  suppliers  based  on  their  relative  sales  positions  in 
1941.  This  program  required  major  oil  companies  to  sell  Petrol  its 
fair  share  of  available  products.  As  soon  as  this  directive  was  ter- 
minated, however,  these  major  companies  discontinued  selling  Petrol 
its  normal  share.  The  shortage  of  kerosene  and  fuel  oils  was  aggra- 
vated by  the  existing  price  ceilings  which  permitted  refineries  to 
realize  longer  margins  on  gasoline  than  on  kerosene  and  fuel  oils. 
Consequently,  refiners  did  not  adjust  their  runs  to  increase  yields  of 
kerosene  and  fuel  oils  and  continued  to  overproduce  gasoline,  which 
causes  this  condition  in  Philadelphia,  Baltimore,  Washington,  and 
Xew  York,  where  fuel  oil  is  now  selling  for  more  money  than  gaso- 
line. This  supply  shortage  was  forecast  first  by  Petrol  in  telegrams 
sent  to  the  Petroleum  Administrator  and  the  Office  of  Price  Admin- 
istration. Price  incentive  adjustments  on  some  products  were  made 
after  hearings  held  by  OPA  consequent  upon  Petrol's  protests.  But 
Atlantic  coast  supplies  of  kerosene  and  fuel  oils  are  still  extremely 
short  and  many  of  Petrol's  accounts  have  been  taken  over  by  major 
companies.  The  same  companies  who  refused  to  sell  me  immediately 
when  the  directive  was  put  out  have  taken  my  customers.  This  is  an 
ingenious  monopolistic  device.  On  the  surface,  it  appears  an  inde- 
pendent company  loses  its  customers  because  of  inability  to  provide 
adequate  supplies.  However,  this  situation  is  currently  under  in- 
vestigation by  the  Department  of  Justice  through  the  facilities  of 
the  Federal  Bureau  of  Investigation. 

The  Chairman.  I  might  say  that  I  have  encountered  the  same 
condition  in  an  altogether  different  field,  one  in  which  no  question 
of  monopoly  arises  and  no  question  of  major  or  minor  petroleum  com- 
panies arises.  It  may  be  of  interest,  because  it  illustrates  one  of  the 
results  of  lifting  these  controls. 

Mr.  Callis.  Yes. 

The  Chaiema^st.  In  my  State  there  was  a  distributor  of  ice  cream, 
a  retailer  in  ice  cream,  who,  because  of  Food  Limitation  Order  No.  8, 
was  protected  in  getting  his  ice  cream  mix  from  a  certain  processor. 
That  processor,  like  the  major  company  from  which  you  have  been 
buying  j^our  kerosene  and  fuel  oil,  was  required  to  sell  this  retailer 
the  same  proportion  of  mix  that  he  bought  in  1941,  or  whatever  the 
base  year  was.  But  when  the  Department  of  Agriculture  lifted  the 
rule  and  lifted  the  limitation  order,  then  the  processor  said,  "I  am 
sorry,  I  cannot  sell  you  any  more  mix."  He  used  the  mix  himself 
to  take  the  other's  customers. 

I  may  have  told  that  story  before  to  this  committee.  If  so,  I  am 
sorry  to  duplicate  the  record. 

Mr.  ExGLAND.  It  is  a  good  story. 

The  Chaiemax.  And  a  true  story,  Mr.  England. 

Mr.  England.  Yes,  sir. 

The  Chaieman.  But  it  is  an  illustration  of  what  comes  when  Gov- 
ernment controls  are  lifted. 
''     Mr.  Callis  (resuming).  Another  instance  of  putting  pressure  on 
independent  nonintegrated  marketers  occurred  early  last  fall  when 
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the  Office  of  Price  Administration  withdrew  fuel  oil  and  kerosene 
ceiling  prices  on  sales  between  refiners  while  retaining  the  ceilings  on 
sales  of  such  products  to  jobbers  and  distributors.  They  very  care- 
fully and  cleverly  kept  them  on  us  marketers.  The  eft'ect  was  to  per- 
mit major  integrated  oil  companies  to  bid  against  each  other  and 
obtain  these  scarce  products,  while  independent  marketers  could  pay 
only  ceiling  prices.  Naturally,  independent  marketers  were  left  with- 
out supplies.  This  choice  bit  of  discrimination  was  so  blatant  that 
the  Office  of  Price  Administration  reversed  itself  and  restored  these 
price  ceilings  on  sales  between  refiners. 

It  is  now  reported  that  OPA  intends  to  raise  the  price  of  crude 
oil  10  cents  per  barrel  but  will  not  arrant  any  adjustments  in  refinery 
or  retail  prices  at  this  time.  Thus,  a  further  squeeze  will  be  put  on 
independent  refiners  and  marketers  who  have  no  over-all  profit  in- 
crease such  as  will  be  enjoyed  by  their  integrated  major-company 
competitors.  An  independent  marketer,  such  as  Petrol,  having  a 
contract  purchase  arrangement  with  a  refiner,  dependent  on  the  price 
of  crude  oil,  cannot  absorb  this  increased  crude  cost  on  top  of  the 
recent  labor  cost  increase  of  over  18  percent,  without  any  price  relief 
being  afforded.  This  policy  means  destruction  of  Petrol's  business 
and  absorption  of  it  by  major  oil  companies. 

Due  to  the  enormous  and  unprecedented  profits  realized  by  .  the 
major  oil  companies  since  1941,  their  coffers  are  bulging  with  cash. 
They  are  now  in  an  unusually  favorable  position  to  maneuver  a 
squeeze  on  independent  marketers.  They  can  easily  absorb  current 
losses,  if  necessary,  to  put  independent  marketers  out  of  business. 
Discriminatory  government  regulations  sponsored  by  major  oil  com- 
panies have  depleted  the  working  capital  of  Petrol  and  rendered  it 
impotent  to  combat  these  loss-producing  tactics. 

As  to  the  formulation  of  a  national  petroleum  policy,  I  would  like 
to  suggest  this  committee  recommend,  first,  that  there  be  an  eventual 
elimination  of  the  subsidizing  of  losses  incurred  by  major  oil  com- 
panies in  one  branch  of  the  industry  with  profits  realized  in  another 
branch  of  the  industry.  The  marketing  operations  of  major  com- 
panies should  be  conducted  as  a  separate  business  and  provided  with 
entirely  separate  management. 

Senator  Moore.  You  are  now  talking  of  segregation  of  facilities? 

Mr.  Callis.  Yes,  sir ;  only  in  marketing. 

The  Chadrman.  Now,  do  you  mean  by  this  to  say  that  there  are 
integrated  companies  which  suffer  losses  in  one  branch  but  make 
profits  in  another,  which  enables  them  to  have  an  over-all  profit  but 
which,  nevertheless,  are  drawing  subsidies  from  the  Government  for 
the  losses  incurred  in  one  branch  ? 

Mr.  Callis.  No, 

The  Chairman.  You  say  "No"? 

Mr.  Callis.  No,  sir ;  I  am  in  no  position  to  make  that  statement. 

The  Chairman.  I  thought  that  was  implied  in  that  recommendation. 

Mr.  Callis.  No,  sir.  I  want  the  reference  to  "subsidizing"  limited 
to  what  they  do  themselves  in  their  own  company. 

Senator  Moore.  When  you  say  "subsidizing,"  you  mean  that  you 
want  some  sort  of  regulation  to  prevent  these  integrated  companies 
from  charging  the  losses  to  another  branch  of  their  business? 

Mr.  Callis.  That  is  right. 

Senator  Moore.  That  means  the  segregation,  then 
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Mr.  Catjjs  (interposing).  Of  their  marketing  facilities.  If,  under 
a  national  petroleum  economy,  a  producer  can  have  a  lifting  cost  of 
30  cents  and  a  drilling  cost  of  30  cents  and  make  a  profit  of  50  or  60 
cents  for  his  capital  investment  in  that  vrell,  and  by  reason  of  his  profit 
on  crude  oil,  a  profit  on  transporting  that  crude  oil  to  his  refinery 
and  another  profit  running  the  refinery — if  those  three  profits  continue 
to  be  so  lucrative  that  they  can  lose  in  operating  the  marketing  end  of 
their  business  as  much  as  a  cent  per  gallon  on  their  entire  amiual  busi- 
ness, obviously  that  business  ought  to  be  separated. 

The  Chaiemax.  Since  you  used  the  word  "subsidize,"  and  since  that 
word  commonly  connotes  a  pa^mient  by  the  Government,  I  suggest, 
therefore,  that  what  you  meant  was  not  '"subsidizing'-  but  "offsetting." 
Is  that  right  i 

Mr.  Callis.  That  is  a  good  correction,  sir. 

The  CiiArEaiAX.  That  is  what  you  meant? 

Mr.  Caixis.  Yes,  sir. 

The  CHAiRiiAN.  Very  well.     Proceed. 

Mr.  Callis.  The  second  recommendation  is  that  there  be  adequate 
assurance  of  supplies  in  an  open  competitive  market  and  the  possi- 
bility for  independent  companies  to  use  common  carrier  pipeline 
facilities  on  reasonable  tenders  and  tariffs. 

I.  would  like  to  clarify  that  a  moment.  In  Pennsylvania,  the  price 
structure  regulated  or  set  or  established  or  published  by  the  leader 
was  originally  increased  in  the  territory  from  the  water  "front  by  the 
exact  amount  of  the  rail  transportation.  ^Mien  pipe  lines  were  built, 
those  differentials  were  maintained,  becau.se  there  are  only  four  pipe 
lines  which  cross  the  State  of  Pennsylvania  by  companies  who  market 
there. 

Today  the  price  structure  is  no  longer  based  on  rail  transportation, 
which  all  companies  must  use,  or  motor  transport ;  they  are  now  based 
on  pipe  lines.  Obviously,  no  one  can  compete  with  pipe  line  owners, 
imless  they  tise  the  pipe  lines,  which  are  common  carriers.  The  lines 
are  usually  full,  and  a  small  business  very  rarely  has  an  opportunity 
to  use  them. 

We  are  askmg  that  the  national  policy  be  such  that,  since  pipe  lines 
are  usually  approved  by  Government  on  the  basis  that  they  are  common 
carriers,  anyone  should  be  allowed  to  use  the  carriers  who  can  make 
a  reasonable  tender,  and  the  tender  should  carry  a  reasonable  tariff. 

The  third  recommendation  is  that  there  be  equal  representation  on 
any  ftiture  Government-industry  oil  committees  from  both  major  and 
truly  independent  companies  and  a  representative  from  the  Depart- 
ment of  Jtistice.  or  an  impartial  public  member,  on  every  such  com- 
mittee to  see  that  free  competition  is  preserved  in  the  public  interest. 
As  you  have  seen,  unequal  representation  may  ultimately  lead  to  the 
absorption  of  independent  companies  by  major  companies  or  their 
elimination  from  the  industry. 

Since  I  have  drafted  this  memorandum,  the  President  has  signed 
the  Bland  ship-sales  bill.  Unfortunately,  again,  that  bill  forgot  all 
about  the  marketer,  or  the  so-called  nonowner  of  tankers  or  charters. 
There  is  absolutely  no  provision  whereby  an  independent  who  used 
tankers  before  the  war  may  now  use  the  millions  of  Government  dol- 
lai^  which  are  in  surplus  laid-up  tankers,  because  you  can  only  acquire 
them  if  yon  havf  the  cash  to  pay  25  percent  down. 
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There  is  no  provision  for  leasing,  and  only  those  companies  who 
have  tremendous  cash  resources  can  put  down  $500,000  on  a  $2,000,- 
000  boat. 

We  therefore  would  like  to  add  as  our  fourth  recommendation 
for  the  marketer's  protection  in  the  national  policy,  that  the  Bland 
Ship  Sales  Act  be  amended  to  provide  for  leasing  of  tankers  to  small 
business. 

Gentlemen,  I  have  told  you  the  story  of  Petrol  Corp. — how,  through 
discrimination  and  unfair  practices  on  the  part  of  major  oil  compa- 
nies, this  independent  company  has  all  but  been  forced  to  go  out  of 
business.  I  have  told  you  this  story  not  only  because  I  am  working 
in  the  interests  of  Petrol  Corp.,  but  because,  as  I  said  before,  I  believe 
that  the  vicious  practices  involved  in  Petrol's  case  are  a  threat  to  the 
welfare  of  the  entire  Nation. 

Mr.  Jacobsen.  Mr.  Chairman,  may  I  have  a  minute  ? 

The  Chairman.  Mr.  Jacobsen. 

Mr.  Jacobsen.  I  would  like  to  say,  with  regard  to  Mr.  Callis'  paper, 
where  he  speaks  of  the  way  the  Petroleum  Administration  for  War 
was  staffed,  I  do  not  think  there  is  anybody  here  from  the  PAW, 
and,  in  justice  to  that  Administration,  I  want  to  say  that  Mr.  Davies, 
time  and  time  again,  pleaded  with  us  at  the  meetings  of  the  Petroleum 
Industry  War  Council  to  supply  men  to  the  Petroleum  Administration 
for  War,  and  time  without  number  he  said,  "I  prefer  independents." 

He  pleaded  with  us  independents  to  let  him  have  men  from  our 
organizations  to  put  into  his  office.  He  stressed  that  he  preferred 
independents  precisely  to  avoid  the  charge  that  Mr.  Callis  referred 
to,  of  too  many  of  the  major  companies. 

Of  course,  the  fact  of  the  matter  is  that,  in  a  case  of  that  kind,  a 
large  company  has  more  men  to  suppl}^  Thej  can  better  spare  men, 
and  the  constant  answer  that  Mr.  Davies  got  from  the  independents 
was,  "We  are  so  small  we  cannot  supply  you."  But  if  there  were  too 
many  major-company  men,  that  was  not  Mr.  Davies'  fault,  because 
he  pleaded  for  independents  time  and  again. 

Next  I  would  like  to  say,  with  regard  to  the  Petroleum  Industry 
War  Council  and  the  committees  that  were  appointed  by  the  Petro- 
leum Industry  War  Council,  I  think  it  is  entirely  fair  to  say  that  in 
all  these  war  committees  the  independents  were  given  full  representa- 
tion. For  instance,  on  what  was  perhaps  the  most  important  com- 
mittee of  the  lot,  the  national  petroleum  policy  committee,  it  was 
about  50-50.  I  think  there  were  about  16  members,  with  8  independents 
and  8  from  the  majors.    I  have  the  list  of  them  here. 

Mr.  Callis.  May  I  answer  that,  Mr.  Chairman? 
The  Chairman.  Certainly. 

Mr.  Callis.  Mr.  Jacobsen,  if  you  will  read  that  statement,  I  only 
claimed  that  the  PIWC  did  not  have  one  east  coast  independent  mar- 
keter among  its  membership. 

Mr.  Jacobsen.  I  understood  that  you  complained  about  the  compo- 
sition of  the  committee. 

Mr.  Callis.  If  you  will  read  my  statement,  I  only  said  that  the 
PIWC  would  not  know  about  the  problems  of  us  marketers  because 
we  were  not  entitled  to  be  members  of  the  council.  It  is  not  my  com- 
pany.    I  am  referring  to  independent  east-coast  marketing  companies. 


464  THE  INDEPENDENT  PETROLEUM  COMPANY 

We  had  no  representative.  You  had  Mid-Continent  representatives, 
independents,  but  you  did  not  have  one  independent  member  on  thai 
committee  representing  the  east  coast.  And  Mr.  Ralph  Davies,  Mr. 
Harold  Ickes,  Mr.  W.  A.  Jones,  and  John  Brown  were  telegraphed,  not 
only  by  my  company  but  by  other  east-coast  independent  marketing 
companies,  for  representation. 

They  felt  that,  with  all  of  the  east-coast  leaders  on  the  committee, 
they  probably  had  enough  marketers.  They  did  not  think  they  needed 
us.  My  only  complaint  was  that,  had  we  been  allowed  one  member, 
we  could  have  asked  that  the  features  of  these  two  plans  that  were 
discriminatory  be  made  an  issue  by  the  PIWC. 

Mr.  Jacobsen.  With  regard  to  the  question  of  subsidizing  losses 
from  the  various  branches  of  the  business,  I  sometimes  get  a  bit  con- 
fused, because  some  of  the  independent  producers  have  made  the  com- 
plaint that  the  producer  was  the  forgotten  man  with  oil  prices  frozen 
at  the  1941  level.  And  they  say  that  the  major  companies  make  all 
their  money  out  of  refining  and  marketing.  Marketers  claim  they 
make  it  out  of  production,  and  refiners  claim  they  make  it  out  of 
marketing  and  production. 

Now,  they  cannot  all  be  right.  With  regard  to  the  question  of  seg- 
regation, we  are  not  going  into  that  in  detail,  and  we  could  not  do  that^ 
because  it  is  too  late  now — I  would  say  that  Mr.  Callis'  proposal 
amounts  in  effect  to  trying  to  legislate  profit  into  a  certain  branch  of 
the  business  for  each  individual  company,  large  or  small,  and  I  do 
not  see  how  that  can  be  done. 

The  Chairman.  Mr.  Jacobsen  he  made  a  rather  striking  point  here 
when  he  cited  the  instance  of  the  purchase  in  Philadelphia  for  $200,000 
of  a  site  for  a  distributing  station  which,  in  normal  circumstances, 
could  not  possibly  pay  off  on  such  a  capital  investment. 

Mr.  Jacobsen.  I  do  not  know  the  circumstances  of  it,  of  course.  I 
am  not  engaged  in  that  line  of  business  at  all,  and  I  certainly  do  not 
hold  any  brief  for  the  anonymous  company  that  is  reported  to  have 
done  that. 

But  it  might  be  partly  advertising.  They  might  say,  "Well,  we  will 
put  up  a  very  fine  station  here.  Some  other  companies  spend  the  same 
amount  of  money  on  a  6-months'  radio  program.  We  will  not  do  that. 
We  will  use  this  as  advertising." 

The  Chairman.  Now,  let  me  say  that  I  am  looking  at  this  without 
any  implication  of  bad  faith  on  anybody  and  without  any  thought  that 
there  is  any  connivance  or  conspiracy  involved.  We  are  dealing  solely 
with  an  actual  fact  which  seems  to  be  that  superior  resources  can  be 
used  and  maybe  are  inevitably  used  to  the  disadvantage  of  small 
business. 

Mr.  Jacobson.  Right. 

The  Chairman.  That  is  because  a  small  company  with  small  capital 
resources,  without  the  ability  to  sustain  losses  over  a  long  period  of 
time,  and  without  the  ability  to  offer  satisfactory  collateral  for  bank 
loans,  is  simply  not  in  a  position  to  compete  with  a  large  company 
with  vast  resources  and  property  scattered  all  over  the  country. 

Mr.  Jacobsen.  That  is  right. 

The  Chairman.  Now,  that  is,  in  effect,  what  confronts  us.  The 
figures  which  were  put  into  the  record  at  my  request  by  Mr.  Snyder, 
of  the  Department  of  Justice,  tell  the  story  of  the  continuing  progress 
of  concentration.     That  is  what  we  have  to  meet. 
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Mr.  Jacobsen.  That  is  right. 

The  Chairman.  If  this  concentration  continues,  if  the  little  fellow 
is  continually  pushed  out  of  business,  then  I  say  to  the  big  company, 
"The  time  is  coming  when  you  will  be  pushed  out  of  business  by  Gov- 
ernment." 

Mr.  Jacobsen.  I  agree  with  that. 

The  Chairman.  So  that  it  is  a  tremendously  important  problem 
for  the  big  man  as  well  as  the  little  man  to  confront. 

These  hearings  on  the  independent  companies  have  progressed  to 
this  point,  and  only  Mr.  Faber  and  Mr.  Callis  have  appeared  to  speak 
for  the  independent  marketer. 

With  respect  to  all  the  rest  of  the  testimony  here,  one  gathers  the 
impression  that  the  majors  and  the  minors  are  living  together  like  the 
lion  and  the  lamb,  and  it  is  all  perfectly  fine. 

I  know  Mr.  Faber  testified  here  the  other  day,  after  I  had  gone, 
because  he  could  not  afford  to  go  back  to  Wisconsin  and  come  back 
again  for  this  hearing  on  Wednesday. 

Another  illustration  of  the  inability  of  the  small  man,  with  his  lack 
of  resources,  to  compete  on  the  same  level  with  the  larger  company 
with  its  larger  resources  is,  of  course,  indicated  by  that  fact. 

I  look  at  this  thing  frankly,  without  any  thought  of  condemnation, 
because  I  think  it  is  much  deeper  than  that.  I  think  it  is  this  funda- 
mental question  of  "Where  do  we  want  to  go?"  If  we  want  to 
maintain  free  enterprise,  and  by  that  I  mean  really  free  enterprise, 
if  we  want  to  hold  the  door  open  for  the  man  without  capital  resources 
to  enter  any  line  of  business  and  thrive  and  prosper,  certainly  we  have 
to  find  a  way  to  protect  that  person  from  the  cumulative  effect  of 
mere  size.    Isn't  that  right? 

Mr.  Jacobsen.  I  agree  with  you,  sir,  completely;  but  I  would  like 
to  say  this,  that  first  of  all  coming  down  to  the  specific  case  that  Mr. 
Callis  mentions,  I  am  by  no  means  sure  that  this  segregation  is  the 
answer.  You  have  stated  the  problem  correctly.  It  is  extremely 
important  and  should  be  investigated  from  the  bottom  up. 

We  cannot  go  into  the  thing  in  great  detail ;  but  if  you  were  to  say 
that  no  company  can  operate  at  a  loss,  then  what  does  that  mean? 
That  it  cannot  operate  at  a  loss  for  a  month,  for  6  months,  for  a  year, 
or  how  long?  And  does  it  mean  that  any  company,  large  or  small, 
engaged  in  marketing  or  refining,  or  whatever  it  may  be,  must  close 
up  because  they  lose  money  for  a  week  ?  There  is  a  question.  Can  you 
lose  money  in  one  State  if  you  make  it  in  another?  Is  it  all  right  if 
your  marketing  department  as  a  Avhole  makes  money  ?  Can  you  then 
lose  it  in  certain  branches  of  your  marketing  department?  There  are 
just  a  thousand  questions. 

The  Chairman.  So  as  to  make  the  issue  perfectly  objective  and 
eliminate  all  question  of  petroleum,  I  would  like  to  call  attention  to 
the  fact  that  there  was  a  time  in  the  history  of  corporation  law  when 
no  corporation  would  be  created  to  engage  in  more  than  one  line  of 
business.  In  those  days,  it  was  thought  that  since  a  corporation  was 
an  artificial  organization  entering  the  field  of  commerce  and  industry 
in  which  individuals  primarily  were  active,  the  corporation  should  not 
be  given  a  competitive  advantage  over  the  individual  by  allowing  the 
corporation  to  engage  in  more  than  one  line  of  industry.  But  that 
time  has  passed.    Now  corporations  may  engage  in  any  business,  and 
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the  consequence  is  that  we  find  gathered  under  one  managerial  group 
subsidiary  corporations  which  engage  in  utterly  unrelated  businesses. 

Mr.  Jacobsen.  That  is  right. 

The  Chairman.  That,  of  course,  adds  to  the  process  of  concentra- 
tion of  economic  power,  and  when  you  concentrate  economic  power, 
you  inevitably  close  the  door  of  opportunity  to  those  who  are  coming 
afterward,  because  you  are  creating  vested  interests;  and  when  you 
create  vested  interests,  you  create  the  supreme  obstacle  to  the  develop- 
ment of  free  enterprise  in  the  coming  generation. 

Mr.  Jacobsen.  Yes,  sir,  that  is  perfectly  right. 

The  Chairman.  Now,  I  wish  you  would  give  me  the  answer  to  it. 
We  all  agree  on  what  the  problem  is. 

Mr.  Jacobsen.  I  do  not  have  the  answer.  I  have  only  one  more 
word  to  say,  which  is  this :  We  want  free  competitive  enterprise.  If 
we  have  competition,  somebody  gets  hurt,  whether  it  is  a  prizefight 
or  a  football  game  or  a  horse  race,  or  whatever  it  is.  Competition 
means  one  gets  ahead  of  the  other  fellow,  and  we  cannot  have  a  system 
of  free  enterprise  if  the  Government  has  to  undertake  the  obligation 
to  see  that  each  and  every  individual  prospers. 

The  Chairman.  Of  course,  that  is  not  what  Mr.  Callis  is  urging  at 
all.  He  is  not  urging  that  the  Government  undertake  to  prevent  any 
competitor  from  losing ;  he  is  only  asking  this  committee  to  recommend 
that  no  corporation  or  no  operator  should  be  permitted  to  use  its  su- 
perior assets  for  the  purpose  of  crushing  a  competitor. 

Mr.  Jacobsen.  That  is  right. 

Now,  with  regard  to  the  particular  question  of  segregation,  I  would 
like  to  say  that,  and  I  repeat,  I  am  not  in  that  line  of  business.  I  am 
only  in  one  branch,  namely,  production.  But  the  opinion  among 
other  independents  does  not  agree  altogether  with  Mr.  Callis.  For 
instance,  Mr.  Majewski  is  violently  opposed  to  segregation,  and  he  has 
a  paper  that  he  would  like  to  present  to  your  committee  on  that 
subject. 

The  Chairman.  He  indicated  to  the  committee  the  other  day  that 
he  was  opposed. 

Mr.  Jacobsen.  Yes,  sir. 

Mr.  Callis.  Mr.  Chairman,  to  keep  the  record  straight,  may  I  say 
something  on  two  subjects,  in  answer  to  Mr.  Jacobsen? 

The  Chairman.  Certainly.     This  is  an  open  forum. 

Mr.  Callis.  Mr.  Jacobsen,  my  company  contributed  a  substantial 
percentage  of  manpower  to  the  administration  of  PAW. 

Secondly,  I  think  my  company,  13  years  old,  with  700  employees, 
350  of  which  are  male,  contributed  61  percent  to  the  military.  We  are 
the  youngest  organization  marketing  petroleum  products  in  competi- 
tion with  the  leaders  in  the  Philadelphia,  Baltimore,  and  Washington 
area.  We  had  four  of  our  keymen,  despite  the  61  percent  loss  to  the 
military,  in  the  Petroleum  Administration  for  War  or  other  agencies 
carrying  on  the  war  effort.  ^^ 

I  would  also  like  to  clear  up  for  the  record  the  case  about  the  PiVVC. 
We  only  complained  that  we  did  not  have  an  east-coast  marketer.  I 
begged  Mr.  Majewski  to  help  stop  this  east-coast  discrimination  in 
these  two  plans.    Mr.  Majewski  said  it  was  not  of  national  interest. 

I  was  amazed  that  this  committee  heard  a  paper  at  its  first  meeting 
that  the  PIWC's  committee,  appointed  by  Mr.  Boyd,  to  discuss  the 
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independent  companies'  position  in  the  national  policy,  had  con- 
ferred with  marketers  of  its  own  PIWC  group  and  other  marketers, 
and  decided  that  marketing  was  not  of  national  moment. 

Third,  about  this  segregation  business,  we  simply  feel  that  some- 
thing should  be  done  to  stop  powerful  segments  of  the  industry  from 
selling  products  below  the  cost  to  produce  it. 

Now,  you  are  a  producer? 

Mr.  Jacobsen.  Yes, 

Mr.  Callis.  Gasoline  is  selling  in  Philadelphia,  in  Baltimore,  and 
in  Washington  for  less  than  it  costs  to  produce,  transport  it,  store  it, 
and  deliver  it.  That  is  what  we  are  asking  be  stopped.  How  it  can 
be  stopped  we  do  not  know.  We  do  not  have  the  answer.  All  we  say 
is  that  if  it  does  not  stop  small  business  cannot  survive. 

Mr.  Jacobsen.  Yes,  but  where  do  you  take  your  cost  of  production  ? 
The  average,  the  high  cost,  or  the  low  cost  ? 

Mr.  Callis.  You  can  take  it  wherever  you  want  to.  Take  it  on  the 
basis  of  the  low  cost  of  today.  If  we  understand  it,  the  cost  to  produce 
85-octane  gasoline,  which  is  the  average  going  company-house  product 
today,  is  not  less  than  5  cents,  and  it  cannot  be  transported  in  tank 
ships,  put  in  a  storage  station,  and  sold  f.  o.  b.  your  terminal  for  less 
than  6  cents  a  gallon  at  Philadelphia,  Baltimore,  and  Washington ;  it 
cannot  be  done  and  make  a  profit  for  the  refiner,  producer,  or  shipper. 

The  Chairman.  That  may  be  due  to  the  OPA  regulation. 

Mr,  Callis.  No,  sir ;  it  does  not  have  a  thing  to  do  with  it. 

The  Chairman.  It  has  not? 

Mr.  Callis.  We  are  1  cent  under  the  allowable  OPA  ceiling. 

The  Chairman.  The  regulation  to  which  reference  has  been  made 
here  which  does  not  permit  a  recognition  of  the  production  costs  of  the 
kerosene  and  fuel  oils  may  be  the  cause.  The  testimony  here  has  been 
that  OPA  regulations  have  caused  an  unbalance  in  the  industiy  by 
which  gasoline  which  is  not  needed  is  being  made  and  is  piling  up. 

Mr.  Callis.  Of  course,  I  cannot  agree  with  that.  I  am  a  member 
of  the  OPA  fuel  price  committee. 

The  Chairman.  That  is  very  interesting. 

Mr.  Callis.  It  is  preposterous  to  me  that  an  industry  asks  for  a 
price  increase  on  the  crude  material  that  the  products  are  made  from. 
The  industry's  payload  is  gasoline.  The  best  brains  in  the  business 
submitted  statistics  to  the  OPA  showing  that  if  fuel  oil  and  gasoline 
were  to  be  produced  the  way  the  public  wants  to  buy  it,  the  industry 
would  have  to  cease  rumiing  40  percent,  42  percent,  43  percent,  or  45 
percent  of  its  crude  for  gasoline. 

The  industry  asks  for  a  crude  increase;  we  ask  for  an  increase  on 
fuel  oil  so  we  can  run  more  of  it  but  we  give  away  a  cent  and  a  half 
of  the  going  market  price  of  gasoline  because  we  are  not  good  enough 
managers  to  stop  overproducing  it. 

We  have  overproduced  gasoline  since  VJ-day,  despite  the  best  brains 
in  the  business  telling  the  refiners  the  storage  tanks  will  not  hold  this 
gasoline  if  you  do  not  stop  producing  it  by  December  1.  We  still 
went  on  and  produced  it.  So,  then,  we  came  down  and  asked  Govern- 
ment to  bail  us  out  of  our  mismanagement.  We  have  cut  the  price  of 
gasoline,  which  is  the  pay  product,  a  cent  and  a  half  a  gallon,  and  we 
have  asked  for  a  half  a  cent  increase  in  the  price  of  fuel  oil. 

Those  two  things  are  inconsistent. 
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Colonel  Wright.  Mr.  Chairman,  the  Army-Navy  Petrolemn  Board 
has  probably  made  the  most  exhaustive  survey  and  study,  as  Mr.  Boyd 
knows,  of  this  present  situation.  We  are  buying  gasoline  in  the  mili- 
tary considerably  under  the  OPA  price.  We  are  buying  it  offshore 
right  now.  We  are  buying  on  the  average  of  1,000,000  gallons  a  day 
at  roughly  Gi/g  cents.  That  is  for  the  United  States  Army  specifica- 
tions, which  is  80-octane  premium  gasoline. 

The  Chairman.  But  as  to  fuel  oil,  you  cannot  buy  that  ? 

Colonel  Wright.  Yes,  sir. 

The  Chairman.  Now,  the  industry  says  that  the  reason  for  that  is 
the  OPA  regulation  with  respect  to  fuel  oil. 

Colonel  Wright.  Yes,  sir ;  I  was  coming  to  that.  Back  in  December 
we  were  short  16,000  barrels  of  kerosene  every  day,  and  we  went  to 
the  OPA,  and  we  went  to  the  State  Department,  and  everyone,  and  we 
told  them  our  treubles.  They  suggested  that  we  put  men  out  in  the 
market,  military  officers,  which  we  did.  Inside  a  very  short  time,  and 
with  a  half-cent  price  change  in  the  Gulf  Coast  district  3,  we  did  im- 
prove our  kerosene  situation,  but  in  doing  that  we  aggravated,  because 
we  had  8,000,000  barrels  of  kerosene  to  buy  up,  the  situation  in  gaso- 
line.   And  that  is  what  makes  the  thing  a  vicious  cycle. 

You  have  this  gasoline;  you  cannot  get  the  Navy's  special  or  the 
kerosene  without  getting  more  gasoline,  and  it  is  going  to  continue 
that  way  until  we  either  start  to  consume  more  gasoline  or  we  drop 
our  requirements  for  the  residuals  and  some  other  products. 

The  Chairman.  In  other  words,  if  the  industry  were  to  cut  down 
the  manufacture  of  this  gasoline,  of  which  there  is  a  surplus,  it  would 
be  unable  to  make  even  the  proportion  it  now  makes  of  the  heavy  oils 
you  desire. 

Colonel  Wright.  Yes ;  there  is  only  a  certain  percentage  of  the  cut 
in  the  crude  that  they  can  get  out.  A  percentage  of  it  has  to  come  out 
from  each  one. 

The  Chairman.  That  is  a  different  question  from  the  one  that  was 
under  discussion  here,  and  it  is  a  different  question  from  the  one  to 
which  Mr.  Boyd  wanted  to  address  himself  when  he  rose  a  few  mo- 
ments ago. 

Mr.  Boyd,  may  I  call  upon  you? 

Mr.  BoTD.  How  did  you  know  what  I  wanted  to  address  myself  to  a 
few  minutes  ago  ?  Mr,  Chairman,  I  am  the  same  William  E.  Boyd,  Jr., 
that  my  friend,  Mr.  Callis,  kindly  advertises  on  page  4  of  the  memo- 
randum. I  am  a  little  jealous  of  the  reputation  of  the  now  defunct 
PIVVC.  I  did  not  appoint  the  members  of  the  Petroleum  Industry 
War  Council ;  they  were  appointed  by  the  Petroleum  Administrator. 

The  Petroleum  Administrator  did  not  elect  me  chairman  of  the 
committee  or  did  not  appoint  me.    The  committee  itself  elected  me. 

I  do  not  recall  offhand  the  number  of  marketers  on  the  committee, 
but  on  the  marketing  committee  of  the  Petroleum  Industry  War  Coun- 
cil, which  was  composed  of  10  members,  there  were  5  of  them  who 
claimed  to  be  independents,  and  one  of  them  claimed  to  be  a  co-op, 
and  another  claimed  to  be  an  independent  representative.  I  appointed 
that  committee. 

I  have  heard  today  Mr.  Callis'  story  for  the  first  time.  The  com- 
mittee which  developed  this  plan  about  which  he  talked  was  not  the 
PIWC  committee.    It  was  a  committee,  as  I  understand  it,  of  district 
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1.  They  made  their  report  to  PAW,  and  it  was  approved  by  PAW 
and  OPA  and  Defense  Supplies  Corporation. 

I  know  Mr.  Callis  does  not  have  any  idea  of  conveying  that  impres- 
sion, but  I  do  not  want  you  to  get  the  impression  that  PIWC  lumdled 
this  matter.  I  know  more  about  it  today  than  I  ever  did  before.  I 
never  saw  the  plan.  It  never  came  before  PIWC,  and  I  do  not  know 
that  I  had  ever  'talked  to  Mr.  Majewski  or  the  chairman  of  the  PIWC 
committee  that  you  mentioned  awhile  ago,  but  I  know  that  that  com- 
mittee to  which  you  refer  is  supposed  to  be  composed  of  five  independ- 
ent marketers,  one  co-op,  and  four  majors.  On  the  PIWC  was  Fred 
Hurley,  who  claimed  to  be  an  east-coast  marketer.  He  also  was  the 
head  of  the  National  Oil  Marketers  Association. 

I  just  wanted  to  make  that  clear,  and  I  know  Mr.  Callis  had  no 
intention  of  having  you  think  that  that  was  a  PIWC  committee.  It 
was  not ;  we  had  nothing  to  do  with  it,  and  it  never  came  before  us. 

The  Chairman.  Thank  you  very  much. 

Mr.  Callis.  Mr.  Boyd,  my  only  complaint  is  that  you  put  the  repre- 
sentative of  the  others  on  and  left  off  our  crowd. 

Mr.  Boyd.  I  did  not  appoint  the  group,  sir. 

Mr.  Callis.  That  is  agreed. 

Mr.  Boyd.  I  was  just  a  member  of  it,  just  like  anybody  else. 

The  Chairman.  Are  there  any  other  questions?  [No  response.]  Are 
there  any  other  witnesses?  Tomorrow,  the  Federal  Trade  Commis- 
sion will  be  represented. 

Mr.  England.  I  think  the  cooperatives  will  be  represented,  too. 

The  Chairman,  That  is  right,  the  cooperatives  will  be  here  tomor- 
row, too. 

Mr.  Callis.  Mr.  Chairman,  may  I  thank  you  and  Senator  Moore 
for  having  received  my  statement?  It  was  a  pleasure  to  come  here, 
and  I  am  grateful  to  you  for  it. 

The  Chairman.  Thank  you,  sir. 

We  will  meet  again  at  10 :  30  tomorrow  morning. 

(Whereupon,  at  5  :  30  p.  m.,  an  adjournment  was  taken  until  10  :  30 
a.  m.,  Thursday,  March  28,  1946.) 
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THURSDAY,   MARCH  28,    1946 

United  States  Senate, 
Special  Committee  Investigating  Petroleuim  Resources, 

Washington,  D.  C. 

The  special  committee  met,  pursuant  to  adjournment,  at  10  :  30  a.  m., 
in  room  424,  Senate  Office  Building,  Senator  Joseph  C.  O'Mahone}', 
chairman,  presiding. 

Present:  Senators  O'Mahoney  (chairman)  and  Moore. 

Also  present:  Henry  S.  Fraser,  chief  counsel  to  the  special  com- 
mittee ; 

Appearances  as  noted  previously  with  following  additions : 

Henry  A.  Peel,  Petroleum  Price  Branch,  Office  of  Price  Administra- 
tion ;  and 

Dr.  Julian  Duncan,  Interstate  Commerce  Commission. 

The  Chairman.  The  committee  will  be  in  session. 

I  understand  that  Mr.  Kieser,  a  senior  attorney  of  the  Socony- 
Vacuum  Oil  Co.,  of  New  York  City,  has  made  application  to  the 
committee  for  an  opportunity  to  take  a  few  minutes  at  the  opening. 
Very  well,  sir. 

STATEMENT  OF  CARL  KIESER,  COUNSEL,  SOCONY-VACTJUM  OIL  CO., 

NEW  YORK,  N.  Y. 

Mr.  Kieser.  Mr.  Chairman,  yesterday  Mr.  Callis  made  some  very 
sweeping  charges  against  the  major  oil  companies  on  the  eastern  sea- 
board and  their  employees.  At  the  time  I  felt  a  study  of  the  statement 
revealed  them  to  be  so  lacking  in  substantiating  facts  that  little,  if 
anything,  need  be  said  on  them.  On  further  reflection,  I  felt  they 
should  not  go  unchallenged,  and  I  wish  to  deny,  on  behalf  of  my 
company  and  its  employees,  any  wrongdoing  of  the  kind  asserted  by 
Mr.  Callis,  and  it  is  my  belief  that  other  companies  would  probably  take 
the  same  position. 

I  want  to  make  a  couple  of  comments  on  Mr.  Callis'  main  thesis.  I 
am  not  going  to  go  into  the  question  of  his  complaint  of  unjust  treat- 
ment by  Government  agencies,  because  that  is  a  matter  for  those 
agencies  and  their  administration.  He  seemed  to  say,  as  I  understood 
him,  that  the  independent  had  to  operate  in  a  bad  economic  climate 
caused  by  the  alleged  monopolistic  practices  of  the  major  companies 
and  their  large  resources.  He  seemed  to  feel  that  that  climate  was 
fatal. 

Now,  I  would  like  to  test  his  principal  thesis  by  his  own  record  as  he 
gave  it.    His  company  started  in  about  1934,  when  the  depression 
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The  Chairsian  (interposing).  As  I  said  a  moment  ago,  before  we 
opened  the  session,  I  regret  very  much  that  Mr.  Callis  is  not  here. 
♦He  has  had  no  notice  of  any  purpose  on  the  part  of  any  person  to 
controvert  any  particular  statements  which  he  made.  Yesterday,  at 
the  conclusion  of  his  testimony,  the  Chair  called  upon  all  and  sundry 
here  to  make  any  statement  they  cared  to  make,  and  nobody  responded. 
If  there  is  one  thing  of  which  this  conamittee  is  jealous,  it  is  its  desire 
to  be  completely  and  utterly  fair  about  the  presentation  of  the  evi- 
dence. It  was  known  from  the  very  beginning  of  this  session  that  Mr. 
Callis  was  to  testif^^,  and  I  know  that  the  major  companies  were  very 
much  interested  in  what  he  was  going  to  testify  to,  because  some  of 
the  representatives  came  to  me  seeking  advance  information  as  to 
what  he  was  to  testify  about.  I  was  not  in  a  position  to  give  them 
any  information  at  that  time,  but  they  were  here,  and  they  were  rep- 
resented yesterday,  and  when  the  opportunity  was  granted  to  them  to 
challenge  his  statements  it  was  not  taken  advantage  of,  with  the 
exception,  of  course,  of  Mr.  Jacobsen  and  Mr.  Boyd,  who  were  present 
and  who  did  speak. 

Now,  the  burden  of  Mr.  Callis'  statement  was  not  a  charge  of  wrong- 
doing, which  is  the  matter  to  which  you  are  responding  now,  as  I  heard 
his  statement,  except,  of  course,  for  the  charge  that  the  committee  of 
the  Petroleum  Administration  for  War,  which  handled  this  compen- 
sation plan,  had  no  marketing  representation  upon  it.  Except  for 
that,  the  burden  of  his  statement  Avas  that  by  the  superior  resources 
of  the  major  companies  and  their  integration  the  independent  mar- 
keter was  at  a  great  disadvantage. 

Mr.  KiESER.  That  is  what  I  want  to  mention.  We  had  no  knowl- 
edge of  what  he  was  going  to  talk  about,  Mr.  Chairman,  and  I  would 
like  to  reflect  upon  his  remarks.  That  is  why  I  would  like  to  be  heard 
just  for  2  minutes  this  morning. 

The  Chaikmax.  It  may  be  necessary  for  this  committee  to  have 
an  all-out  session  upon  this  marketing  business  before  we  are  through. 

Mr.  KiESER.  I  just  want  to  say  in  the  period  of  time'  in  which  Mr. 
Callis'  company  has  been  in  operation  it  has  had  an  astonishingly 
remarkable  record.  It  had  grown  to  a  size  where  it  was  doing  $15,- 
000.000  of  business,  with  700  employees  and  serves  60,000  accounts, 
and  I  sa}^  his  own  record  of  success  is  a  refutation  of  that  bad  economic 
climate  which  he  asserts. 

The  CHAiRiiAx.  What  would  you  say  about  the  red  figures  which  he 
submitted  here? 

Mr.  KiESER.  That  is  a  matter  that  he  attributes  to  the  Government 
agencies  on  which  I  cannot  comment.    That  is  his  own  statement. 

The  ChairjSiax.  Well,  his  statement  was  that  the  major  companies, 
having  the  opportunity  to  secure  compensation,  acquired  tremendous 
war  profits,  not  only  because  of  the  relief  that  was  accorded  but  be- 
cause of  the  fact  they  were  integrated  and  that  a  company  engaged 
in  only  one  branch  of  the  industry  does  not  have  that  advantage. 

Mr.  KiESER.  And.  as  I  say,  his  was  a  successful  company  in  that 
economic  climate.  The  losses  he  talked  about  were  attributable,  as 
he  said,  to  the  administration  by  the  Government  of  Government  rules 
of  the  game,  administered  by  the  Government. 

The  Chairjsiax.  Let  us  talk  about  the  general  subject  then,  Mr. 
Kieser.    Do  you  contend  that  the  opportunity  is  still  present  in  the 
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marketing  business  for  an  independent,  nonintegrated  enterpriser  to 
enter  this  business  and  prosper? 

Mr.  Ejeser.  I  do,  and  I  say  Mr.  Callis  has  proved  it  by  his  own 
record.    He  was  successful.    That  is  all  I  have. 

The  CHAiRirAN.  Is  there  anything  else? 

Mr.  KiESER.  No,  sir. 

The  CHAnuiAN.  Very  well,  sir. 

STATEMENT  OF  F.  E.  OLMSTEAD,  GENERAL  COUNSEL,  CONSUMERS 
COOPERATIVE  ASSOCIATION,  KANSAS  CITY,  MO. 

Mr.  Olmstead.  Mr.  Chairman,  and  members  of  the  committee,  my 
name  is  F.  K.  Olmstead.  My  business  address  is  318  East  Tenth 
Street,  Kansas  City,  Mo. 

I  am  a  member  of  the  Colorado  Bar,  and  am  now  serving  as  gen- 
eral counsel  of  the  Consumers  Cooperative  Association  and  its  subsi- 
diaries, located  at  Kansas  City,  Mo.  I  appreciate  the  opportunity  to 
appear  before  this  committee  and  am  appearing  for  the  sole  purpose 
of  answering  the  charges  which  have  been  made  by  prior  witnesses 
against  farm  cooperatives,  not  for  the  purpose  of  offering  a  solution 
to  any  problem  concerning  the  oil  industry. 

I  want  to  make  clear  at  the-  outset  that  farmers  through  their  coop- 
eratives have  entered  the  petroleum  field  solely  to  supply  their  own 
needs  and  not  for  the  purpose  of  engaging  in  any  phase  of  the  oil 
business  as  such,  as  I  believe  might  be  inferred  from  the  testimony 
of  Mr.  B.  A.  Hardey,  the  president  of  the  Independent  Petroleum 
Association.  In  this  connection,  gentlemen.  I  submit  that  Mr. 
Hardey's  testimony  indicates  a  woeful  lack  of  laiowledge  on  his  part 
concerning  the  true  character  and  functions  of  farm  cooperatives.  As 
a  matter  of  fact  I  think  it  may  be  assumed  that  in  the  charges  which  he 
made  he  was  merely  repeating  as  facts,  without  verifying  their  accu- 
racy or  correctness,  the  false  statements,  half-truths  nnd  unwarranted 
assmnptions  with  which  the  so-called  National  Tax  Equality  Associa- 
tion has  propagandized  the  oil  industry  and  other  segments  of  our 
business  economy  during  the  last  2  years. 

I  might  add  that  by  means  of  well-organized,  well-directed,  and  well- 
financed  but  vicious  and  unscrupulous  campaigns  the  National  Tax 
Equality  Association  has  been  eminentl}"  successful  in  embittering 
many  otherwise  astute  businessmen  like  Mr.  Hardey  against  farm 
cooperatives. 

The  Chaiemax.  Again,  may  I  suggest  I  do  not  like  an  attack  to  be 
made  upon  a  nonrepresented  individual  or  organization.  This  com- 
mittee had  no  knowledge  that  there  was  to  be  a  controversy  between 
co-ops  and  the  National  Tax  Equality  Association.  I  know  nothing 
about  that  association.  I  am  frank  to  say  to  you  I  would  much  prefer 
to  have  you  deal  with  the  facts.  The  statement  that  was  made  by  Mr. 
Hardey — I  think  he  was  the  witness 

Mr.  Olmstead.  Yes. 

The  Chairmax.  Was  that  the  farmers'  cooperatives,  which  orig- 
inally started  as  organizations  designed  to  supply  their  own  members^ 
are  now  branching  out  not  only  into  the  business  of  selling  petroleum 
products  to  their  members,  thus  entering  into  competition  with  other 
distributors  who  are  not  co-ops,  but  are  also  entering  the  producing 
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field  and  thereby  becoming  integrated  companies,  entering  the  whole 
field  of  production  and  distribution  of  petroleum  products,  including, 
of  course,  the  refining  of  petroleum  products. 

Mr.  Olmstead.  Yes 

The  Chaiemax.  So  the  question  is :  Do  the  cooperatives  engage  in 
the  distribution  of  petroleum  products  to  other  than  their  own  mem- 
bers, and  on  what  scale  if  they  do ;  do  they  engage  in  the  production 
and  refining  of  crude  oil,  and  are  they  therefore  becoming  competitors 
with  the  normal  factors  of  the  petroleum  industry ;  and  under  the  tax 
provisions  which  govern  cooperatives,  are  they  able  to  get  a  tax  ad- 
vantage over  these  other  operators  ^  That  is  the  question  before  this 
committee,  and  we  would  be  very  glad  to  have  you  talk  about  that, 
and  I  would  prefer  to  have  you  avoid  making  an  attack  upon  unrepre- 
sented agencies. 

Mr.  Olmstead.  Mr.  Chairman,  we  were  appearing  here  solely  for 
the  purpose  of  answering  the  charges  made  by  Mr.  Hardey,  Mr.  Fell, 
and  Mr.  Majewski.  and  I  was  introducing  this  preliminary  statement 
to  give  the  committee  a  background  of  the  charges  which  have  been 
made  by  these  men.  We  feel  very  definitely,  Mr.  Chairman,  that 
these  witnesses  are  merely  repeating  the  utterances  of  the  National 
Tax  Equality  Association. 

The  (jHAniirAX.  If  you  continue  in  that  vein  it  will  be  necessary  for 
this  committee  to  give  an  opportunity  to  the  other  people  to  come  in 
and  answer  you.  and  we  want  to  confine  ourselves  to  the  facts  that 
jDertain  to  this  particular  hearing.  The  members  of  Senate  committees 
do  not  have  time  to  cover  the  whole  water  front. 

Mr.  Ol:mstead.  TTe  have  had  an  opportunity,  Mr,  Chairman,  to 
appear  before  the  House  Small  Business  Committee  in  a  rather  com- 
prehensive hearing  on  the  attacks  made  on  cooperatives,  and  it  is  not 
our  iDurpose  to  repeat  all  of  that  testimony  at  this  time.  The  House 
Small  Business  Committee  last  spring  conducted  a  series  of  hearings 
at  the  instance  of  small  business,  and  as  a  section  of  that  hearing  re- 
viewed the  attack  against  cooperatives  at  some  length.  The  report  of 
the  House  committee  has  not  yet  been  released,  but  I  understand  it  is 
about  ready. 

The  specific  charges  made  by  Mr.  Hardey,  as  indicated  by  your 
chairman  are.  first,  that  cooperatives  have  entered  all  fields  of  the 
petroleum  business.  I  think  I  can  answer  that.  Mr.  Chairman,  by 
saying  that  farmers'  cooperatives  have  not  entered  the  oil  industry  for 
any  purpose  other  than  to  serve  their  own  needs.  Tlie  farmers  of  this 
country  are  using  the  cooperatives  simply  as  a  business  mechanism  by 
which  they  can  obtain  their  petroleum  products  and  their  other  farm 
supplies  at  cost,  and  with  an  assured  source  of  supply,  and  with  some 
control  over  the  quality  of  the  product  that  they  get. 

Mr.  Fraser.  Your  sales  are  to  other  than  farmers,  are  they  not  ? 

Mr.  Olzvistead.  Our  sales  are  primarily  only  to  farmers. 

Senator  Moore.  Don't  you  make  sales  to  anybody  who  drives  up? 

Mr.  Okmstead.  AYe  make  sales  to  anybody  who  drives  up,  yes. 

Senator  Moore.  Then,  it  is  a  general  business. 

Mr.  Olmstead.  In  this  sense,  gentlemen:  The  amomit  of  business 
which  the  farmers"  cooperatives  obtain  from  the  person  driving 
through  the  country,  from  the  person  m  the  city  or  from  the  person  in 
the  small  town,  is  merelv  incidental  to  their  other  business.     Thev  can- 
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not  maintain  facilities  and  refuse  to  serve  any  patron  who  comes  to 
their  station,  they  must  serve  them.  I  think  it  is  a  part  of  their  public 
duty  to  do  that.  They  do  not  serve  the  city  man  because  they,  want  his 
business,  they  serve  him  because  he  comes  to  the  station  and  wants 
gasoline  or  oil,  or  some  other  service.  The  facility  is  there  primarily 
to  serve  the  farmers'  own  needs,  but  they  cannot,  as  a  part  of  their 
public  dut}',  refuse  to  serve  anyone  else.  I  cannot  give  j^ou  figures  on 
the  total  volume  of  that  incidental  business  that  is  handled  by  all  of 
the  co-ops,  we  have  no  record  on  that,  no  list  has  been  made  on  it,  but 
cooperatives  are  prohibited  by  law  from  transacting  more  than  50  per- 
cent of  their  business  with  nonmembers. 

The  Chairman:  By  what  law? 

Mr.  Olmstead.  They  are  prohibited  by  the  laws  of  the  States  under 
which  they  are  organized.  They  are  also  prohibited  by  the  Capper- 
Volstead  Act  from  transacting  more  than  50  percent  of  their  business 
with  nonmembers,  if  they  wish  to  qualify  under  that  act  for  any  relie,f . 

The  Chairman.  So  throughout  the  United  States,  cooperatives  may 
not  do  more  than  50  percent  of  their  business  with  nonmembers? 

Mr.  Olmstead.  Yes.  The  Chair  will  understand,  of  course,  that 
we  are  dealing  with  farmer  cooperatives  this  morning. 

The  Chairman.  Yes. 

Mr.  Olmstead.  And  that  is  the  case;  they  cannot  do  more  than  50 
percent  of  their  business  with  nonmembers. 

Mr.  Eraser.  Well,  the  charge  is  often  heard  that  cash  sales  are  made 
to  nonmembers  but  on  the  books  thej  appear  as  sales  to  members. 
Is  there  anything  to  that  ? 

Mr.  Olmstead,  I  would  say,  gentlemen,  that  that  is  a  false  assump- 
tion. I  would  not  say  that  it  never  happens,  of  course,  but  one-hun- 
dredth of  1  percent  of  the  business  that  is  done  by  farmers'  cooperatives 
ever  falls  in  that  category.  That  is  a  matter  of  training  of  the  em- 
ployees of  farmers'  cooperatives.  It  undoubtedly  happens,  of 
course,  that  an  employee  serving  a  customer  will  fail  to  make  a  proper 
record  of  the  transaction  other  than  as  a  transient  sale,  or  as  a  sale 
to  one  of  their  own  patrons. 

Senator  Moore.  Then,  that  provision  of  the  law  restricting  you  to 
50  percent  of  sales  to  nonmembers  is  just  not  effective. 

Mr.  Olmstead.  Oh.  yes,  it  is  very  effective. 

Senator  Moore.  Well,  if  you  do  not  keep  an}^  books  on  it  and  make 
no  record  as  to  the  character  of  your  customers,  how  do  you  know  it  is 
not  more  than  50  percent  I 

Mr.  Olmstead.  Well,  we  do.  Senator.  The  point  I  am  making  is 
there  might  be  one-hundredth  of  1  percent  of  the  sales  that  slip  through 
where  there  is  no  record,  but  that  is  just  human  frailty. 

It  should  be  pointed  out  also,  gentlemen,  that  there  are  two  types 
()f  cooperatives  in  the  farm  field:  Those  which  comply  with  section 
101.12  of  the  United  States  Internal  Revenue  Code,  and  to  qualify  for 
exemption  under  that  provision  they  are  required,  by  the  terms  of 
101.12.  to  operate  wholly  on  a  nonprofit  basis.  All  fami  cooperatives, 
however,  do  not  have  to  qualify  for  that  exempt  status.  A  farmers' 
cooperative  association  may,  and  many  of  them  do,  operate  on  a  com- 
bination basis :  nonprofit  for  their  own  members  and  on  a  profit  basis 
for  their  nonmember  patrons.  Those  cooperatives  pay  taxes  on  their 
nonmember  profits  in  the  same  manner  and  to  the  same  extent  and  at 
the  same  rate  that  any  other  profit  business  pays  on  its  profits. 
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Mr.  Fraser.  That  is,  they  pay  a  tax  on  the  portion  of  their  earn- 
ings which  are  not  distributed  in  the  fomi  of  patronage  dividends? 

Mr.  Okmstead.  That  is  right,  Mr.  Fraser. 

Mr.  Fraser.  But  there  is  no  tax  i^aid  in  the  case  of  the  wholly 
exempt  farmei-s'  marketing  cooperatives,  or  the  non-tax-exempt 
farmers'  marketing  cooperatives  and  nonexempt  farmers'  purchasing 
cooperatives  on  the  amounts  distributed  in  the  form  of  patronage 
dividends ;  isn't  that  true  ? 

Mr.  Olmstead.  Not  on  the  amount  distributed  in  the  form  of 
patronage,  but  on  the  earnings  of  their  member  patrons'  business. 

Mr.  Fraser.  Yes. 

Mr.  Oliistead.  In  other  words,  they  cannot  divert  the  profits  on 
nonmember  business  to  their  members  as  a  patronage  refund  and 
thereby  escape  liability  to  pay  a  tax  on  it. 

But  that  portion  of  their  earnings  which  is  a  savings  on  their 
member  business  may  be  refunded  to  their  members  as  a  rebate  or 
discount,  or  a  patronage  rebate,  or  what  not,  without  tax  liability. 

Senator  Moore.  On  the  part  of  the  recipients  ? 

Mr.  Olmstead.  The  recipients,  of  course,  take  that  into  their  in- 
come, if  it  is  taxable  income  to  them.  Production  income,  for  in- 
stance, in  the  case  of  the  farmer,  is  taxable.  It  is  that  portion  of 
his  patronage  refund  wliich  represents  a  reduction  in  his  cost  of 
farming  and  becomes  a  part  of  his  taxable  income.  That  portion 
which  represents  a  saving  on  nonproductive  or  non-income-producing 
business  is  not  taxable,  of  course. 

The  Chairmax.  Have  you  any  figures  on  the  amount  of  taxes  paid 
by  co-ops  under  this  provision  that  you  have  just  described? 

Mr.  Oliestead.  I  haven't  them  before  me,  Mr.  Chairman.  The 
jomt  conunittee  recently  issued  a  report  on  the  990  form  filed  by 
farmers"  cooperatives  for  the  year  1944.  I  do  not  recall  those  suifi- 
ciently  well  to  give  them  to  you,  but  they  are  a  matter  of  public 
record. 

The  Chair3iax.  Could  you  give  us  some  approximate  idea  of  what 
this  tax  amounts  to? 

Mr.  Oksistead.  I  would  hesitate  to  do  that.  It  would  be  purely 
a  guess  on  my  part. 

The  Chairmax,  Well,  is  it  small  or  comparatively  large? 

Mr.  Ol3istead.  Oh,  the  tax  is  small  compared  to  the  total  volume 
of  business  transacted  by  the  cooperatives.  The  total  nomnember 
business  is  small,  Mr.  Chairman.  That  is  the  point  I  was  making 
to  Senator  Moore.  Practically  all  of  the  business  done  by  farmers' 
cooperatives  is  done  with  member  patrons,  but  there  is  some  inci- 
dental nonmember  business  which  they  do  in  the  ordinary  course  of 
the  transaction  of  business. 

Farmers'  cooperatives  have  also  followed  what  is  known,  Mr.  Chair- 
man, as  the  100  percent  cooperative  plan,  which  permits  nonmember 
patrons  to  become  members  through  the  savings  originating  from 
their  patronage. 

The  Chairmax,  TVell,  your  statement  to  the  committee  is  that  the 
cooperative  movement  is  still  a  cooperative  movement  for  the  benefit 
of  its  members  ? 

Mr.  Olmstead.  Absolutely. 

The  Chairmax.  And  it  is  not  engaged  in  any  broad-scale  competi- 
tion with  normal  industry. 
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Mr.  Olmstead.  That  is  right,  Mr.  Chairman. 

Senator  Moore.  I  am  pretty  much  bewildered  about  this  whole 
thing,  about  this  cooperative  movement.  I  am  not  familiar  with  it. 
I  would  like  to  have  the  witness  state  to  what  extent  these  co-ops 
differ.     There  are  two  classes  of  co-ops  ? 

Mr.  Olmstead.  That  is  right.     The  farmer  co-ops. 

Senator  Moore.  The  farmer  cooperatives  ? 

Mr.  Olmstead.  Yes. 

Senator  Moore.  Well,  they  are  all  farmer  co-ops,  aren't  they? 

Mr.  Olmstead.  No;  there  are  urban  or  consumer  cooperatives  in 
the  United  States.  The  amount  of  business  transacted  by  them  is 
infinitesimal,  of  course. 

Senator  Moore.  Wliere  have  the  cooperatives  purchased  refineries 
and  oil-producing  facilities  in  Kansas  ? 

Mr.  Olmstead.  That  is  our  organization  particularly  ? 

Senator  Moore.  Yes. 

Mr.  Olmstead.  That  is  the  Consumers  Cooperative  Association  or 
its  subsidiary,  the  Cooperative  Refinery  Association. 

Senator  Moore.  Where  are  they  located?     In  Kansas  City? 

Mr.  Olmstead.  We  have  three  refineries.  One  at  Phillipsburg, 
Kans.,  which  we  constructed  along  in  1939.  That  is  a  3,500-barrel 
capacity  refinery. 

Senator  Moore.  When  did  you  acquire  that? 

Mr.  Olmstead.  We  built  it  "in  1939. 

Senator  Moore,  You  built  it  ? 

Mr.  Olmstead.  Yes.  We  purchased  an  independent  refinery,  the 
Old  Terry  Car  enter  refinery  at  Scottsbluif,  Nebr.,  a  1,500-barrel 
capacity  refinery,  in  1940.  We  also  operate  a  refinery  at  Coffeyville, 
Kans.,  which  we  acquired  from  the  National  Refining  Co.  in  1944. 
We  are  also  interested  in  the  old  Globe  Refinery  at  McPhorson,  Kans. 
In  that  instance,  our  organization  and  four  cooperative  wholesalers 
combined  to  purchase  the  Globe  Refinery. 

Senator  Moore.  How  much  oil  production  do  you  own  ? 

Mr.  Olmstead.  We  have  in  the  neighborhood  of  400  producing 
wells. 

Mr.  Fraser.  In  Kansas  ? 

Mr.  Olmstead.  That  is  in  Kansas,  Oklahoma,  Texas,  and  Illinois. 
The  major  portion  of  that  resulted  from  our  acquisition  of  the  Na- 
tional Refining  Co.  properties  at  Coffeyville.  We  also  got  their  pro- 
duction and  pipe-line  departments. 

Senator  Moore.  That  does  put  you,  then,  in  the  integrated  phase 
of  the  oil  business. 

Mr.  Olmstead.  We  are  very  definitely  an  integrated  cooperative. 

Senator  Moore.  Yes. 

The  Chairman.  What  is  the  market  for  your  crude  production? 

Mr.  Olmstead.  Our  own  refineries. 

The  Chairman.  What  is  the  market  for  your  refined  product? 

Mr.  Olmstead.  Our  own  patrons,  farmer  patrons. 

The  Chairman.  Your  own  distribution  to  co-ops? 

Mr.  Olmstead.  Yes. 

The  Chairman.  What  you  want  to  say  to  the  committee  is  that 
none  of  the  production  from  these  400  wells  is  sold  to  any  other 
refinery  than  the  co-op  refineries  ? 
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Mr.  Olmstead.  No  outright  sales,  Mr.  Chairman.  You  understand, 
of  course,  that  there  are  many  exchanges  negotiated  for  the  purpose 
of  obtaining  crude  located  at'^the  proper  point  where  it  can  be  used. 

Senator  Moore.  That  is  the  same  pattern  that  the  pipe  lines  operate 
under. 

Mr.  Olmstead.  We  produce  at  one  point  an  exchange  for  crude 
at  another  point. 

The  CHAiR:\rAN.  Your  purpose  is  to  obtain  for  your  own  cooperative 
lefineries  the  same  quantity  of  oil  that  you  produce  from  these  wells? 

Mr.  Olmstead.  Yes. 

The  Chairman.  Then,  with  respect  to  the  production  of  the  refin- 
eries, what  do  you  M'ish  the  committee  to  understand  with  respect  to 
that? 

Mr.  Olmstead.  Our  refinery  operations  are  conducted  solely  for 
the  purpose  of  supplying  our  local  cooperative  associations  with  the 
supplies  that  their  farmer  members  need. 

The  Chairman.  And  these  refineries  do  not  sell  to  distributors 
other  than  the  co-op  distributors  ? 

Mr.  Olmstead.  We  have  a  great  many  exchange  arrangements  with 
both  majors  and  independents,  Mr.  Chairman.  We  also  occasionally 
find  ourselves  in  the  position  where  we  have  a  surplus  of  one  type  of 
product  or  another  which  our  own  patrons  cannot  absorb,  and  we 
have  to  make  sales  of  that  type  to  both  majors  and  independents. 

The  Chairman.  But  primarily  the  purpose  of  producing  and  refin- 
ing is  to  supply  the  co-op  distributors? 

Mr.  Olmstead.  That  is  the  sole  purpose,  Mr.  Chairman.  All  the 
other  business  is  purely  incidental  to  that  purpose.  It  is  impossible, 
of  course,  to  maintain  an  absolute  balance,  to  produce  the  exact 
amount  of  supplies  that  our  patrons  need.  We  can  overproduce,  and 
in  that  instance  the  surplus  we  must  dispose  of  in  order  to  continue 
our  operation.  But  our  operations  are  conducted  solely  for  the 
purpose  of  supplying  our  farmer  patrons. 

The  Chairman.  Wlien  you  dispose  of  such  surplus,  are  you  then 
obliged  to  pay  taxes  upon  the  returns  from  such  surplus  disposal? 

Mr.  Olmstead.  Oh,  j^es. 

The  Chairjman.  It  not  being  to  your  own  members  ? 

Mr.  Olmstead.  We  are  obliged'  to,  Mr.  Chairman,  for  the  reason 
that  we  are  one  of  the  associations  that  is  qualified  for  tax  exemption 
under  the  terms  of  101.12  of  the  Internal  Revenue  Code.  We  must 
treat  all  patrons  alike,  whether  they  are  members  or  nonmembers  it 
makes  no  difference.  The  savings  realized  on  their  business  must  be 
returned  to  them,  and  we  treat  all  patrons  alike  in  that  respect. 

Senator  Moore.  How  could  you  make  a  dividend  or  whatever  you 
call  it.  payment  to  your  patrons  that  are  not  members  of  the  co-ops? 

Mr.  Olmstead.  It  is  our  legal  obligation  to  do  that,  Senator.  We 
hiive  to  keep  the  patronage  record  uniform  on  nil  transactions. 

Senator  Moore.  Do  not  people  just  drive  through  the  country  and 
stop  at  your  stations  and  buy  your  product  ? 

Mr.  Olmstead.  They  do  not  in  our  operations,  Senator.  We  are 
manufacturers  and  wholesalers.     We  do  not  do  any  retail  business. 

Senator  jSIoore.  Are  not  those  retail  stations  maintained  by  some 
branch  of  the  co-ops  ? 
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Mr.  Olmstead.  Not  by  any  branch  of  our  organization.  Let  me  go 
into  that  background  just  a  little,  to  give  you  a  clear  picture  on  this. 
It  is  hard  to  understand. 

Senator  Moore.  Yes,  it  is.  I  tried  to  understand,  but  I  have  not 
had  much  success  in  understanding. 

Mr.  Olmstead.  In  the  first  instance,  farmers'  cooperatives  were  or- 
ganized in  this  country  as  marketing  cooperatives,  and  that  history 
goes  back  almost  to  the  origin  of  the  United  States.  Farmers  have 
traditionally  marketed  their  products  cooperatively.  With  the  ad- 
vent of  power  commissions,  the  mechanization  of  farms,  the  necessity 
of  farmers  purchasing  their  supplies  rather  than  producing  them,  it 
became  necessary,  of  course,  for  farmers  to  reduce  their  cost  of  opera- 
tion, their  farming  cost,  by  savings  on  their  farm-supply  purchases. 
As  a  result  of  that  need  the  farm  cooperative  purchasing  association 
came  into  being  some  30  years  ago. 

Senator  Moore.  That  is  a  voluntary  organization  ? 

Mr.  Olmstead.  A  voluntary  group  of  farmers  pooling  their  purchas- 
ing power  is  what  it  amounted  to. 

Senator  Moore.  It  was  not  a  legally  set-up  organization,  it  was  just 
a  voluntary  organization? 

Mr.  Olmstead.  Originally,  that  is  true. 

Senator  Moore.  That  is  what  you  mean  by  30  years  ago  ? 

Mr.  Olmstead.  That  is  right.  They  organize  in  small  groups  and 
made  their  purchases  on  a  cooperative  or  pooled  basis.  With  the 
growth  of  that  business  they  had  to  legalize  their  practice  and  they  or- 
ganized cooperative  purchasing  associations  for  that  purpose. 

In  our  instance  we  have  969  of  those  local  associations  which  banded 
together  for  practical  purposes  and  organized  our  association  to  sup- 
ply them  with  materials  at  the  wholesale  level. 

The  history  of  the  growth  and  the  development  is  very  interesting. 
If  it  will  not  take  too  much  time  of  the  committee,  I  would  like  to  go 
into  it  just  a  little  bit.  As  the  individual  farm  cooperative  association 
went  into  business  and  became  effective  it  was  discriminated  aganst 
by  the  wholesalers,  jobbers,  and  suppliers,  generally.  At  the  instances 
of  competitors  in  their  field  they  refused  to  supply  them  with  merchan- 
dise. It  made  it  impossible  for  the  local  farmers'  cooperative  associa- 
tion to  obtain  supplies  for  its  farmers.  The  manufacturers,  suppliers, 
jobbers,  and  wholesalers  would  not  supply  them.  In  order  to  over- 
come that  situation,  to  cope  with  that  problem,  the  farmers  integrated 
their  cooperative  business  by  organizing  their  own  wholesalers  to  pur- 
chase supplies  for  them — they  massed  their  purchasing  power.  With 
that  massed  purchasing  power  the  wholesale  comperatives  were,  for  a 
period  of  time,  enabled  to -obtain  supplies  for  the  local  associations 
which  owned  the  wholesaler,  which  those  local  associations  could  not 
obtain  for  themselves.  It  was  not  very  long,  however,  before  the 
wholesalers  found  themselves  unable  to  buy  from  manufacturers.  The 
manufacturers  would  not  supply  them,  because  they  did  not  like  them, 
they  did  not  like  that  method  of  doing  business.  The  only  answer  was 
for  the  cooperatives  either  to  go  out  of  business,  to  face  that  fact,  to 
give  up  their  goal  and  their  purpose  or  meet  it  by  integrating,  by  going 
back  to  the  source  of  their  supplies,  and  the  farmers'  cooperatives  in 
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this  country  met  the  issue  in  that  way.  In  our  instance,  when  we 
could  no  longer  buy  adequate  quantities  of  petroleum  products  we 
built  a  refinery  to  produce  those  products. 

Senator'  Moore.  Where  did  the  money  come  from  to  do  that  ? 

Mr.  Olmstead.  From  the  patrons  of  the  association.  They  came 
in  and  raised  50  percent  of  the  capital  required  to  build  that  first 
refinery,  and  we  borrowed  the  other  50  percent. 

Senator  Moore.  From  whom  ? 

Mr.  Olmstead.  From  the  Bank  for  Cooperatives  at  Wichita. 

Senator  Moore.  That  was  after  this  was  set  up  ? 

Mr.  Olmstead.  We  did  not  build  this  until  1938.  We  served  merely 
as  a  jobber  or  broker  in  1939,  until  we  built  the  first  refinery,  from 
1929  to  1939.  We  built  the  first  refinery  in  an  independent  field,  lo- 
cated at  Phillipsbnrg,  Kans.,  where  there  was  no  major  operation. 
There  were  independent  producers  with  no  outlet,  no  market  for  the 
crude  that  they  were  producing  in  that  field.  That  is  why  we  selected 
it.  We  built  the  refinery  there  in  that  field,  and  the  minute  we  started 
building,  that  oil  became  very  precious  to  the  independents  and  the 
majors.  Pipe  lines  were  imm.ediately  constructed  into  that  field  to 
take  the  oil,  so  that  by  the  time  we  got  our  refinery  built  it  appeared 
very  likely  that  we  would  not  be  able  to  get  sufficient  supplies  of  crude 
to  operate  it.  The  independent  producers  who  had  agreed  to  supply 
us  with  the  crude  if  we  built  the  refinery  there  came  to  us  and  said, 
"Gentlemen,  we  cannot  do  it.  We  have  got  to  sell  our  oil  to  somebody 
else."  The  farmers  of  Kansas  raised  such  a  howl  over  that  by  appealing 
to  the  Governor,  the  State  legislature,  and  what  not,  that  we  got  our 
supply  of  crude  out  of  that  field,  a  sufficient  supply  of  crude  to  operate 
that  refinery. 

Now,  that,  gentlemen,  is  typical  of  our  entire  history.  We  pro- 
duced only  a  very  small  part  of  our  production  requirements  out  of 
that  one  refinery.  Wlien  we  found  we  were  going  to  have  additional 
production  to  meet  the  requirements  of  our  patrons  we  went  into 
Scottsbluff,  Nebr.,  and  picked  up  an  independent  refinery  that  had 
been  a  price-cutter  for  years.  We  bought  out  the  independent  refinery 
and  the  price  war  in  that  territory  immediately  ceased.  Co-ops  have 
never  followed  a  price-cutting  practice.  We  sell  at  the  same  market 
that  everybody  else  sells,  and  there  is  no  reason  why  we  should  not. 
There  is  no  reason  why  we  should  be  price  cutters.  We  can  sell  at 
the  market.  At  the  end  of  the  year  whatever  savings  are  reflected 
go  right  back  to  the  partons  anyway.  If  we  were  ever  forced  to  do 
otherwise  we  could  sell  to  them  at  cost  in  the  first  instance.  I  think 
the  cooperative  movement  as  a  whole  in  this  country  has  felt  that  it 
is  not  in  the  interest  of  business,  not  in  the  interest  of  public  welfare, 
for  the  co-ops  to  undercut  anyone.  The  cooperative  movement  be- 
lieves that  a  better  business  balance,  a  better  economy  can  be  main- 
tained in  this  country  if  the  cooperatives  will  sell  to  their  patrons  at 
standard  market  prices  and  then  refund  to  the  patrons  at  the  end 
of  the  jesLT  whatever  savings  they  have  rather  than  give  them  the 
savings  in  the  first  instance. 

Senator  Moore.  Just  as  a  corporation  does.  You  call  it  a  refund 
and  they  call  it  a  dividend. 

Mr.  Olmstead.  The  only  difference,  and  I  think  this  should  be 
emphasized.  Senator,  is  the  fact  that  our  patronage  refund  goes  back 
to  the  individual  who  makes  the  purchase  from  us,  who  makes  that 
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eaviiiff  possible  in  the  first  instance.  In  the  ordinary  profit  corpora- 
tion the  savings  on  the  business  transacted  with  me  are  refunded  to 
someone  else  as  a  return  on  capital  investment.  That  is  the  onlj' 
fundamental  difference. 

Mr.  Fraser.  Do  not  the  co-ops,  in  some  instances  anyway,  sell  pre- 
ferred stock  to  anybody  who  wants  to  buy  it  ? 

Mr.  Olmstead.  Oh,  yes;  we  do. 

Mr.  Fraser.  And  the  holders  of  those  stock  certificates  get  a  regular 
4  or  5  percent  dividend  ? 

Mr.  Olmstead.  Surely. 

Mr.  Fraser.  Just  like  tlie  holders  of  any  corporate  preferred  stock, 
is  that  so  ? 

Mr.  Olmstead.  Yes ;  there  is  nothing  unique  about  corporate  financ- 
ing, as  far  as  cooperatives  are  concerned.  They  must  be  capitalized, 
they  must  be  financed,  capital  must  be  raised  somewhere.  Our  patrons, 
in  the  first  instance,  supply  our  financial  capital,  and  they  then  supply 
additional  capital  through  their  savings,  but  in  many  instances  co- 
operatives must  go  into  the  market  and  get  money.  They  must  either 
borrow  it  or  they  must  sell  securities  with  which  to  raise  that  money. 
We  follow  the  usual  corporate  practice  of  issuing  preferred  stock  to 
anyone  who  wants  to  buy  it  as  a  means  of  raising  capital. 

Mr.  Fraser.  Are  not  the  patronage  dividends  themselves  often- 
times not  in  the  form  of  cash  but  in  the  form  of  certificates  of  stock  ? 

Mr.  Olmstead.  They  are,  definitely. 

Mr.  Fraser.  And  these  preferred  stock  certificates  are  often  not 
redeemable  for  years,  at  the  discretion  of  the  directors  of  the  co-ops, 
is  that  not  so  ? 

Mr.  Olmstead.  Well,  not  at  the  discretion  of  the  directors.  Cooper- 
ative associations  are  owned  by  their  farmer  patrons. 

Senator  Moore.  You  have  a  board  of  directors  ? 

Mr.  Olmstead.  They  are  members  of  the  board  of  directors,  of 
course.  They  select  the  board  of  directors.  They  are  the  members 
back  of  the  board  of  directors. 

Senator  Moore.  That  is  right. 

Mr.  Olmstead.  The  farmers,  in  organizing  cooperatives,  contribute 
a  part  of  the  initial  capital  in  the  form  usually  of  a  common-stock 
investment.  If  more  than  a  membership  investment  is  required  they 
will  usually  make  an  excess  investment  in  the  form  of  preferred  stock, 
or  certificate  of  indebtedness  or  note  or  mortgage,  or  anything  of  that 
type.  Fundamentally,  all  of  the  capital  used  by  cooperatives  must 
eventually  come  from  their  patrons,  the  people  who  organize  them,  the 
people  who  operate  them. 

Senator  Moore.  You  sell  certificates  of  preferred  stock  to  anybody 
who  wants  to  buy  them? 

Mr.  Olmstead.  That  is  right. 

The  Chairman.  That  is  regarded  as  a  debt  and  not  a  share  in  the 
ownership  of  the  co-op  ? 

Mr.  Olmstead.  That  is  right. 

Senator  Moore.  You  do  not  sell  common  stock  or  voting  stock  ? 

Mr.  Olmstead.  Our  membership  is  limited  to  farmers  and  farmers' 
cooperative  associations.  We  are  not  permitted,  under  the  law  under 
which  we  operate,  to  admit  to  membership  in  the  organization  any- 
one except  a  producer  of  agricultural  products  or  an  association  of 
such  producers. 


482  THE   INDEPENDENT  PETROLEUM   COMPANY 

Mr.  Fkaser.  Does  the  co-op  enter  this  preferred  stock  on  its  books 
as  a  debt  just  as  it  would  a  loan  from  a  bank  ? 

Mr.  Olmstead.  No,  Mr.  Fraser.  I  will  show  you  our  balance  sheet 
and  show  you  the  manner  in  which  that  is  handled.  This  is  taken 
from  our  seventeenth  annual  report,  November  1945.  It  reflects  our 
position  at  the  end  of  our  fiscal  year  August  31,  1945.  We  show  out- 
standing capital  shares  participating  memberships,  member  equities 
reserve,  reserve  for  refinery  obsolescence,  provision  for  contingencies, 
deferred  patronage  refunds,  revolving  fund  payable  after  current -year 
and  certificates  of  indebtedness.  Capital  shares  are  lumped  together 
in  this  report,  both  common  and  preferred  stock,  and  included  under 
heading  "Capital  shares."  We  have  not  segregated  the  ownership  of 
capital  stock  from  the  ownership  of  preferred  stock  for  the  primary 
reason  that  the  only  individuals  interested  in  our  preferred  stock  are 
our  own  patrons.  Investors  on  the  market  do  not  purchase  our  pre- 
ferred stock. 

Senator  Moore.  The  purchasers  of  your  preferred  stock  are  your 
patrons  ? 

Mr.  Olmstead.  Primarily.  Now,  there  are  a  number  of  instances 
where  individuals  interested  in  the  cooperative  movement  are  pur- 
chasing our  shares.  They  are  not  listed  on  any  market,  they  are  not 
sold  by  brokers,  they  are  only  sold  on  direct  application  to  us  by  per- 
sons who  are  interested  in  purchasing  the  shares. 

Mr.  Fraser.  If  I  wanted  to  buy  a  share  would  you  sell  it  to  me? 

Mr.  Olmstead.  Yes,  indeed,  and  we  have  many  of  those  sales.  We 
make  no  investigation  of  the  purchasers  of  stock. 

The  Chairman.  And  if  you  sold  Mr.  Fraser  a  share,  would  he 
have  any  voting  right? 

Mr.  Olmstead.  None  at  all. 

Senator  Moore.  He  would  get  a  preferred  stock  certificate  ? 

Mr.  Olmstead.  He  would  get  a  preferred  stock  certificate. 

Mr.  Fraser.  Nonvoting? 

Mr.  Olmstead.  Nonvoting. 

Senator  Moore.  And  nonredeemable? 

Mr.  Olmstead.  Well,  it  is  nonredeemable.  Preferred  shares  are 
callable. 

Senator  Moore.  There  is  no  promise  to  buy  them  back  like  any 
other  preferred  stock  ? 

Mr.  Olmstead.  It  would  be  a  misrepresentation  to  say  otherwise. 
We  issue  preferred  stock  with  a  5-year  maturity  date  or  a  10-year 
maturity  date.  Your  savings  creates  a  definite  legal  obligation  in 
accordance  with  our  practice  to  repay  the  investment  at  maturity. 
There  is  some  question  as  to  whether  it  is  a  typical  preferred  stock  for 
that  reason. 

Senator  Moore.  It  gets  on  the  same  status  as  a  corporation,  does  it 
not? 

Mr.  Olmstead.  Except  the  preferred  stock  of  a  corporation  is 
usually  issued  without  any  maturity  date. 

Senator  Moore.  You  cannot  make  a  mortgage? 

Mr.  Olmstead,  Oh,  yes ;  we  do. 

Senator  Moore.  That  comes  ahead  of  everything  else  ? 

Mr.  Olmstead.  That  is  right.  It  is  rather  interesting  that  we  are 
given  so  much  credit  by  the  oil  industry  and  business  generally  for 
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having  an  effect  upon  business.  Actually,. the  farmers'  cooperatives 
engaged  in  the  oil  business  are  peanuts.  The  total  volume  of  business 
transacted  by  them  is  practically  infinitesimal ;  it  does  not  mean  any- 
thing. 

Senator  Moore.  That  is  true  of  everybody  else  when  they  first  start 
out. 

Mr.  Olmstead.  That  is  true,  surely.  I  have  compiled  some  figures 
here  on  oil  production.  I  think  Mr.  Hardey  made  the  statement  un- 
less something  was  done  to  us  we  were  going  to  take  over  the  oil 
industry  in  a  very  short  time,  referring  to  farmers'  co-ops  generally. 
There  are  eight  farmers'  cooperatives  engaged  in  refining  or  produc- 
ing or  marketing. 

Senator  Moore.  Pardon  me.  Did  Mr.  Hardey  base  his  statement 
upon  a  preferential  treatment  that  co-ops  had  over  individuals  and 
corporations,  from  the  tax  standpoint  ? 

Mr.  Olmstead.  Let  me  read,  if  you  will,  the  statement  made  by  Mr. 
Anderson. 

Senator  Moore.  Would  you  answer  me  this  question  ?  Do  the  co- 
ops in  their  business  with  relation  to  the  whole  industry,  have  any  tax 
advantage  over  individuals  or  corporations? 

Mr.  Olmstead.  I  think  not,  sir. 

Senator  Moore.  Do  you  say  "No"? 

Mr.  Olmstead.  I  say  "No."  I  would  like  to  explain  that  statement, 
though,  because  it  is  an  issue  that  is  being  viewed  publicly  now.  We 
are  accused  of  having  a  tremendous  tax  advantage  by  reason  of  the  fact 
that  we,  generally  speaking,  pay  no  income  taxes,  and  that  is  an  incor- 
rect statement,  as  I  indicated  before.  Our  particular  organization 
does  not  pay  any  income  taxes.  The  advantage  we  have,  though,  is 
not  derived  from  the  fact  that  we  do  not  pay  taxes ;  it  is  derived  from 
the  fact  that  the  patrons  of  our  organization  are  willing  to  invest  their 
savings  in  our  organization.  We  operate  strictly  on  a  nonprofit  basis, 
so  that  everything  belongs  to  the  patrons.  We  have  no  control  over 
their  moneys. 

Senator  Moore.  You  do  not  mean  to  say  you  operate  on  a  nonprofit 
basis  ? 

Mr.  Olmstead.  We  operate  on  a  nonprofit  basis  in  this  sense,  that 
every  saving  we  obtain  becomes  an  immediate  liability  to  the  patron. 
We  are  legally  obligated  to  refund  them  to  him. 

Mr.  Fraser.  It  is  often  done  in  the  form  of  shares  of  stock,  is  it  not  ? 

Mr.  Olmstead.  It  is  done  in  whatever  form  the  patrons  require.  It 
is  their  money,  and  it  is  for  them  to  determine  how  it  is  to  be  used, 
how  it  is  to  be  evidenced.  Now,  we  operate  on  a  peculiar  basis  that 
probably  should  be  explained  so  you  will  understand  it.  The  asso- 
ciations which  organized  our  cooperative  agreed  that  the  savings 
should  be  retained  by  the  cooperative  until  such  time  as  the  patrons 
wanted  it  out,  wanted  to  take  it  out  of  the  business  in  cash.  In  other 
words,  they  agreed  that  as  savings  were  accumulated,  instead  of  paying 
the  savings  out  to  the  patrons  in  cash  they  would  have  them  purchase 
stock  or  certificates  of  indebtedness,  or  return  the  fund  to  the  asso- 
ciation in  some  other  manner.  That  step  could  be  avoided.  The 
funds  could  be  retained  in  the  association  as  the  funds  of  the  patrons. 

Senator  Moore.  Those  are  the  reserves  that  you  maintain  in  the 
cooperative? 
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Mr.  Ol3istead.  They  are  not  reserves. 

Senator  Moore.  They  are  savings  then  ? 

Mr.  Olmstead.  They  are  deferred  patronage  refunds,  deferred  at 
the  instance  of  the  patrons. 

Mr.  Feaser.  That  is  really  a  pyramiding  of  the  capital  structure, 
isn't  it  ? 

Senator  ^Mooee.  That  is  an  increase  in  the  capital  by  way  of  reserves 
or  savings  or  whatever  you  want  to  call  it. 

Mr.  Okmste-vd.  That  is  right. 

Senator  Moore.  Like  cash  in  the  bank. 

Mr.  Olmstead.  That  is  right. 

Senator  Moore.  The  co-ops,  or  the  patrons  as  you  call  them,  can 
demand  a  payment  to  themselves,  just  as  stockliolders  in  a  corporation 
can? 

Mr.  Olmstead.  No,  no;  they  can  come  in  and  vote  out  the  patronage 
refunds  amtime  that  they  want  to. 

Senator  Moore.  That  is  what  I  mean.  Maybe  you  stated  your  un- 
derstanding, but  they  can  require  the  directors  to  declare  a  dividend 
or  a  payment  to  the  patrons,  can  they  not  ? 

Mr.  OL:yrsTE.\D.  Yes ;  it  should  be  understood  though,  that  those  are 
not  dividends,  they  are  already  set  up  as  a  direct  interest  to  the  in- 
dividual. 

Senator  Moore.  Well,  call  them  refunds.  It  is  not  refunds  strictly 
speaking,  it  is  earnings,  isn't  it  ? 

Mr.  Olmstead.  It  is  savings  which  belong  to  the  patrons  on  the 
patronage  basis,  which  thej'  permit  the  association  to  retain  until 
such  time  as  they  want  it. 

Senator  ]SIoore.  All  right.  The  thing  I  am  getting  at  now  is  tliis : 
Corporation?  have  to  pay  taxes  on  their  surplus. 

Mr.  Olmstead.  That  is  right. 

Senator  Moore.  Do  co-ops? 

]\Ir.  Olmstead.  No,  no. 

Senator  ]\Ioore.  That  is  the  question. 

Mr.  Olmstead.  The  wholly  exempt  co-op  does  not.  There  are  co-ops 
that  do.  of  course. 

Senator  Moore.  There  is  that  advantage  then  between  operating  as 
a  co-op  over  operating  as  a  corporation  or  individual,  is  there  not? 

Mr.  Olmstead.  That  so-called  advantage  we  feel  comes  not  from 
tax  exemption  but  from  the  willingness  of  the  patrons  to  invest  their 
tax-paid  funds  back  in  the  association.  This  money  does  not  escape 
taxation;  that  should  be  understood.  The  patron  of  a  cooperative 
is  required  to  pay  tax  on  that  savings  in  the  cooperative  as  it  is  set 
up  on  the  books  as  a  liability  to  them. 

]^Ir.  FfvASEr.  Just  as  an  ordinary  recipient  of  a  dividend  from  a 
corporation  pays  taxes  on  his  dividends. 

Mr.  Olmstead.  That  is  right. 

Senator  Mooee.  Would  not  there  be  a  decided  difference  if  you 
divided  this  surplus  up  and  let  each  individual  pay  an  immediate  in- 
come tax.  and  it  is  a  tax  at  the  source? 

Mr.  OL^rsTEAD.  Yes ;  very  definitely. 

Senator  ]Moore.  You  are  not  taxed  at  the  source? 

Mr.  Olmstead.  TTe  are  not  taxed  at  the  source :  that  is  right. 

The  Chairman.  You  have  been  describing  the  operations  of  your 
own  co-op? 
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Mr.  Olmstead.  Yes. 

The  Chairman.  Do  you  have  any  knowledge  of  any  other  coopera- 
tives "which  Jire  integrated  oil  operations?  You  have  producing  and 
refining  properties.  Do  you  know  of  any  other  farmers'  coopera- 
tives which  are  likewise  organized  in  the  industry? 

JMr.  Olmstead.  Yes,  JNIr.  Chairman.  I  loiow  of  all  of  the  farmers' 
cooperative  associations  which  are  organized  similar  to  ours,  but  as  to 
detailed  facts  in  connection  with  them,  I  could  not  give  that  to  you. 

The  Chairman.  You  understand  what  I  am  trying  to  get  at.  Your 
organization  is  an  integrated  oil  operator. 

Mr.  Olmstead.  Yes. 

The  Chairman.  Producing,  refining,  and  distributing. 

Mr.  Olmstead.  Yes. 

The  Chairman.  Do  you  know  of  any  other  cooperatives  just  like 
yours  ? 

Mr,  Olmstead,  Yes, 

The  Chairman,  How  many  of  them  are  there? 

Mr,  Olmstead.  There  are  eight  cooperative  associations  operating 
in  a  somewhat  similar  manner. 

The  Chairman.  Including  your  own  ? 

Mr.  Olmstead.  Integrated  organizations,  yes. 

The  Chairman.  How  many  producing  wells  do  these  eight  co-ops 
have  and  how  many  refineries  ? 

Mr.  Olmstead,  I  would  hesitate  to  give  you  that  information. 
They  are  operating  11  refineries.  Our  own  producing  wells  are  around 
400,  and  I  think  we  probably  have  two-thirds  of  all  of  the  cooperative 
wells. 

The  Chairman,  Then,  will  you  say  these  co-ops  do  not  have  more 
than  800  producing  wells  at  the  outside  ? 

Mr,  Olmstead.  I  think  that  would  be  safe. 

The  Chairman.  Have  you  any  idea  what  the  total  crude  production 
is  or  what  the  total  production  of  the  11  refineries  is  ? 

Mr.  Olmstead.  I  can  give  you  the  figures  on  their  total  production. 
In  1935  they  produced  1,635,314  barrels.     In  the  same  year  they  pur 
chased  from  independents  10,939,415  barrels. 

The  Chairman.  How  much  is  that? 

Mr,  Olmstead,  10,939,415.  They  purchased  from  majors  in  that 
year  8,901,835  barrels. 

The  Chairman.  They  were  a  very  substantial  market  for  the  out- 
put of  independent  and  major  refineries? 

Mr.  Olmstead.  Oh,  yes ;  very  definitely.  Co-ops  are  still  dependent 
upon  both  independents  and  majors  for  their  source  of  crude. 

Senator  Moore.  You  expand  your  operations  from  time  to  time  and 
you  contemplate  doing  that,  of  course  ? 

Mr,  Olmstead,  We  have  gone  through  an  expansion  period.  Sen- 
ator, to  meet  our  own  patronage  requirements. 

Senator  Moore,  Well,  you  can  expand  as  you  see  fit.  If  you  want 
to  buy  a  refinery  in  Kansas  today  you  can  get  the  money  to  buy  it  with, 
as  a  sound  investment? 

Mr.  Olmstead.  As  a  sound  investment,  if  we  have  sufficient  equity 
back  out  of  it,  of  course,  we  can  borrow  funds. 

Senator  Moore.  Whom  do  you  borrow  from  ? 

Mr.  Olmstead.  We  borrow  from  the  bank  for  cooperatives  at 
Wichita  practically  all  the  money  for  the  farm  cooperatives. 
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Senator  Moore.  What  is  the  source  of  the  capital  for  that  bank? 

Mr.  Olmstead.  Originally,  the  13  banks  for  cooperatives  were 
jananced  out  of  the  old  revolving  fund  of  the  Federal  Fire  and  Loan 
Board. 

Senator  Moore.  That  is  a  Government  corporation,  isn't  it? 

Mr.  Olmstead.  That  is  a  private  corporation.  That  was  through 
Farm  Credit.  The  corporations  were  established  in  the  first  instance 
by  the  Government  through  the  capitalization  of  them.  The  bor- 
rowers from  all  of  the  farm  credit  units  pay  5  percent  of  the  amount 
of  their  borrowings,  their  loans  as  a  capital  investment,  so  that  in  the 
course  of  time  all  farm  credit  units  will  become  farm-owned  financial 
institutions.  The  Government  funds  are  retired  as  rapidly  as  the 
earnings  of  the  bank  will  permit. 

The  Chairman.  Like  the  Production  Credit  Association. 

Mr.  Olmstead.  Yes.     It  is  one  of  the  farm  credit  units. 

The  Chairman.  You  have  been  describing  your  operations  particu- 
larly with  respect  to  taxes.  There  has  been  running  through  my  mind 
the  current  movement  to  do  away  with  what  is  called  double  taxation 
of  corporations. 

Mr.  Olmstead.  That  is  right. 

The  Chairman.  The  purpose  of  that  is  to  exempt  all  corporations 
from  taxes  upon  their  incomes  so  that  the  tax  burden  will  be  borne  by 
the  shareholders.  That  is  rather  an  imitation  of  the  plan  that  the 
co-ops  have  set  up.  » 

Mr.  Olmstead.  Yes,  very  definitely. 

The  Chairman.  Then,  you  have  the  advantage  of  not  having  double 
taxation. 

Mr.  Olmstead.  Yes,  indeed. 

The  Chairman.  All  right.     Are  there  any  other  questions? 

Mr.  Olmstead.  Incidentally,  Mr.  Chairman,  let  me  give  you  the 
figures  on  our  total  production  of  crude  in  1945,  and  that  is  all  co-ops. 
That  figure  was  1,645,314,  and  it  is  less  than  0.1  of  1  percent  of  United 
States  domestic  production  in  1945. 

The  Chairman.  The  total  production? 

Mr.  Olmstead.  The  total  production  was  1,711,940,000,  of  which  our 
share  was  less  than  0.1  of  1  percent. 

Mr.  Fraser,  Are  the  co-ops  getting  into  the  field  of  oil  moving  in 
foreign  trade  ? 

Mr.  Olmstead.  Well,  not  actually.  In  theory,  yes.  There  has  been 
no  definite  move  in  that  direction,  but  I  think  we  feel  in  our  organiza- 
tion that  the  integration  of  our  business  is  vitally  necessary  to  its 
preservation.  If  the  majors  and  independents  move  into  foreign 
production  as  a  source  of  supply  of  crude  oil,  if  the  co-ops  are  going 
to  exist  they,  too,  must  move  into  the  same  field,  otherwise  they  will 
find  themselves  in  a  squeeze  some  day  where  lower  priced  foreign  oil 
comes  in  here  available  for  everybody  else  but  the  co-ops.  The  situa- 
tion Mr.  Callis  referred  to  yesterday  could  easily  happen  to  co-ops, 
of  course,  and  for  that  reason  we  feel  we  use  the  same  business  judg- 
ment that  other  independents  and  majors  use  in  their  operations  and 
protect  ourselves  in  every  way.  If  the  production  of  foreign  crude  is 
necessary  to  do  that,  I  think  we  would  certainly  move  in  that  direction. 

The  Chairman.  Now,  does  that  complete  your  statement,  Mr.  Olm- 
stead ?     I  am  really  trying  to  hurry  you. 
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Mr.  Olmstead.  I  realize  you  are.  I  had  wanted  to  read  to  the 
committee  a  statement  recently  made  by  the  Secretary  of  Agriculture, 
Mr.  Anderson. 

The  Chairman.  Is  it  very  long?  These  statements  are  available 
to  us,  of  course. 

Mr.  Olmstead.  I  will  read  excerpts  from  it. 

The  Cpiaieman.  You  may  put  the  whole  statement  in  the  record. 

(The  statement  referred  to  is  as  follows :) 

Talk  by  Secretary  of  Agriculture  Clinton  P.  Anderson  Before  the  Annual 
Meeting  of  the  National  Council  of  Farmer  Cooperatives,  Chicago,  III., 
January  9,  1946 

cooperatives  and  the  family  farm 

This  opportunity  to  meet  with  the  National  Council  of  Farmer  Cooperatives, 
representing  associations  with  2,300,000  members  in  48  States,  is  one  that  I 
appreciate  deeply.  I  have  a  warm  spot  in  my  heart  for  cooperatives.  I  have 
worked  vpith  them  personally,  both  in  business  and  in  agriculture.  As  Secretary 
of  Agriculture,  I  am  keenly  aware  of  and  grateful  for  the  whole-hearted  support 
and  assistance  given  by  farmers'  cooperatives  to  the  Department  of  Agriculture 
in  its  research  production,  and  marketing  programs. 

My  talk  today  is  not  going  to  be  entirely  about  cooperatives,  as  such.  There 
is  little  new  that  I  could  tell  this  group  about  the  mechanics  of  cooperation  that 
it  doesn't  already  know.  In  fact  I  doubt  if  there  is  another  group  in  the  country 
with  more  collective  experience  in  organizing,  operating,  and  directing  coopera- 
tives. So  I'm  not  going  to  presume  to  tell  you  how  to  run  your  business.  No — 
I'm  going  to  talk  about  business  in  general — about  free  enterprise,  the  family 
farm,  and  some  of  the  great  changes  that  have  come  in  America's  way  of  worli 
and  way  of  life  which  are  bound  to  affect  all  of  us. 

We've  all  had  our  noses  so  close  to  the  grindstone  these  past  years — flrsjt, 
while  fighting  off  a  depression  and  later  while  fighting  off  would-be  world  con- 
querors— that  there  has  been  little  opportunity  for  serious  reflection  as  to  just 
where  we  are  heading,  businesswise,  in  the  United  States.  Astounding  new 
developments  have  piled  one  on  top  of  another,  materially  changing  our  methods 
of  farming,  our  ways  of  doing  business,  and  our  manner  of  living.  Yet  we  haven't 
been  astounded — we  haven't  had  time  to  be.  We  accepted  new  things,  began  using 
them  without  thinking  about  their  economic  or  social  implications,  and  went 
on  about  our  urgent  tasks.  Meanwhile,  the  whole  face  of  agriculture  and  in- 
dustry has  been  transformed. 

And  now — when  at  last  we  have  time  to  look  up  from  our  furrows  and  re- 
appraise the  modern  scene — it  may  come  as  a  surprise  and  even  a  shock  to  many 
of  us  to  realize  just  where  some  of  our  developments  seem  to  be  taking  us  and 
just  how  immense  and  concentrated  our  powers  of  production  have  become. 

There  have  been  remarkable  gains  in  productivity  all  along  the  line  in  farm- 
ing and  manufacturing  and  marketing — a  given  amount  of  man-work  now  pro- 
duces more  than  ever  before.  On  our  farms  and  in  our  great  industrial  plants 
we  have  more  machinery  and  power,  and  more  workers  skilled  in  operating 
those  machines,  more  technological  know-how  than  all  the  other  nations  of  the 
world  combined. 

We  have  moved  into  an  economy  of  "bigness,"  sheer  economic  giantism. 
By  means  of  power,  machines,  modern  mass-production  and  mass-sales  methods, 
plus  great  accumulations  of  capital,  massive  corporations  have  come  to  control 
or  command  huge  shares  of  our  natural  resources,  our  manufacturing  capacity, 
and  our  distribution  system.  This  concentration  of  economic  power  has  moved 
steadily  ahead  during  this  century.  It  was  estimated  in  1930  that  some  200 
corporations  controlled  half  of  the  industrial  wealth  of  the  United  States.  In 
1929  the  top  12  percent  of  the  manufacturing  enterprises  in  the  country  employed 
nearly  half  of  the  wage  earners  and  turned  out  fully  half  of  our  manufactures. 
The  war  has  accentuated,  if  anything,  the  upsweep  of  the  curve  toward  bigness 
and  concentration.  By  1942  the  200  largest  manufacturing  corporations  con- 
trolled 44  percent  of  the  total  assets  of  all  manufacturing  corporations  and 
58  i)ercent  of  the  net  capital  assets  of  such  corporations. 

But  with  all  of  our  jnass-production  capacity,  industry  had  greater  difficulty 
than  agriculture  in  organizing  for  war.  When  war  production  was  needed  in  a 
hurry  and  in  vast  amounts,  the  titans  among  our  industrial  enterprises  could 
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contract  for  huge  blocks  of  war  machines.  But  we  can  remember  the  diflSculties 
with  which  the  contracts  were  broken  down  or  subcontracted  so  that  the  pro- 
ductive capacities  of  the  many  thousands  of  small  independent  plants  could  be 
utilized  in  the  war  effort. 

Agriculture,  in  contrast,  with  6,000,000  farms,  predominantly  of  the  average- 
sized  family  type,  was  quickly  geared,  almost  to  the  last  acre,  to  the  war  pro- 
duction schedules  of  food  and  fiber.  And  so,  we  saw  again  that  there  are  disad- 
vantages as  well  as  advantages  in  sheer  bigness. 

Now  I  have  nothing  against  big  business  organizations  just  because  they  are 
big.  It  takes  great  size  to  produce  the  remarkable  output  at  low  cost  achieved 
by  the  assembly-line  system  which  is  one  of  the  outstanding  features  of  the 
United  States  industrial  plant.  Production  efficiency  has  given  us  in  this  country 
a  standard  of  living  unequaled  in  the  world,  and  quite  impossible  in  a  handicraft 
economy.  But  at  the  same  time  huge  size  does  carry  with  it  some  inherent 
dangers  as  the  dinosaurs  of  a  bygone  age  found  out. 

Agriculture,  too,  has  moved  in  the  period  of  bigness — it  has  become  in  the 
past  generation  a  high-powered,  mechanized  business.  But  farmers  have  been 
fortunate  in  being  able  to  command  the  efficiencies  and  the  increased  production 
potentials  of  a  power  system  without  sacrificing  the  traditional  American  pat- 
tern of  individually  owned,  family-type  farms.  Yet  the  record  of  increase  in 
productivity  per  worker  has  moved  right  along  with  that  in  industry — in  fact, 
at  times  has  gone  ahead  of  industry.  The  record  of  the  family  farm  in  the 
war  elfort  is  fully  as  good  as  that  of  business  and  industry.  Where  industry 
was  able  to  expand  its  plant  by  building  new  factories  and  creating  new  machines 
and  hiring  new  workers,  agriculture's  land  base  is  permanently  fixed.  Farmers 
had  to  increase  production  for  war — despite  the  loss  of  5,000,000  people — by 
working  harder  and  longer,  by  introducing  new  efficiencies,  and  making  better 
use  of  acres,  animals,  and  equipment. 

However,  we  would  be  dodging  one  of  the  most  vital  issues  of  the  times  if 
we  did  not  acknowledge  that  the  same  forces  which  brought  great  size  and 
concentration  of  economic  power  in  our  industries  are  also  bearing  heavily  on 
agriculture.  Farms  are  becoming  more  and  more  mechanized.  They  require, 
much  more  initial  capital  and  cash  working  capital  than  ever  before.  They 
require  higher  skill  in  operation  and  management.  Marketing  is  far  more 
complex  than  it  was  only  a  generation  ago.  A  man  can  till  more  acres,  harvest 
more  bushels,  care  for  more  livestock  than  he  could  only  a  few  years  ago.  Because 
of  this,  the  long-range  trend  is  toward  fewer  and  larger  farms. 

Individual  ownership  has  remained  an  outstanding  feature  of  agriculture — 
and  we  fervently  hope  that  it  always  remains — yet  there  have  been  periods  in 
the  past  and  there  will  be  times  in  the  future,  when  corporate  ovpnership  and 
operation  could  easily  extend  itself  widely  in  agriculture.  That  is  one  of  the 
possibilities  accompanying  the  trend  toward  bigness  that  must  be  taken  into 
account,  and,  I  feel,  carefully  guarded  against. 

The  major  point  I  wish  to  make  here  is  that  the  farmer  and  the  other  small 
businessmen  of  today  must  operate  in  a  world  of  economic  giants,  yet  they  must 
retain  their  identity  and  their  flexibility  as  individual  enterprisers.  They  can 
do  that  only  by  becoming  just  as  efficient  as  the  large  operators.  They  must 
recognize  that  they  face  direct  and  indirect  competition  with  multimillion  dollar 
organizations  that  are  constantly  extending,  constantly  on  the  alert  for  new 
processes  or  new  short-cuts  that  will  yield  competitive  advantage.  I  believe 
there  is  little  doubt  that  except  for  the  povter  of  the  American  farm  tradition, 
the  growth  of  cooperation,  and  the  definite,  deep-rooted  Federal  and  State  policy 
of  encouraging  the  family-type  farm  as  something  of  fundamental  national 
strength,  the  big  corporations  might  have  taken  over  as  much  of  agriculture  as 
they  have  of  other  parts  of  our  economy.  It  has  happened  all  around  us ;  it  has 
been  a  part  of  our  industrial  and  business  growth ;  but  I  am  positive  that  it  is 
not  what  agriculture  wants.  We  can,  I  believe,  find  other  ways  of  producing  the 
same  results — we  have  done  it  and  we  are  going  to  continue  to  do  it. 

Farmers  have  developed  and  used  many  economic  and  social  implements  to 
maintain  the  family-type  farm.  Listing  them  and  going  into  the  value  of  such 
things  as  the  strong  research  system  of  agriculture,  the  progressive  educational 
program  carried  out  by  the  Federal-State  extension  system,  the  organization 
of  farmers  for  planned,  balanced  production  under  the  national  farm  programs, 
the  soil-conservation  programs,  and  all  the  others  would  require  the  rest  of  my 
time.  I  want  to  emphasize  the  economic  device  that  we  are  considering  here — 
cooperation  and  cooperative  organizations.  These  have  been  the  constructive 
means  by  which  both  farmers  and  small  businessmen  have  maintained  themselves. 


THE  INDEt'ENDENT  PETROLEUM  COMPANY  489 

achieved  efficiency  in  buying  and  selling,  and  sought  to  gain  the  advantages  of 
bigness  without  the  disadvantages. 

The  very  nature  of  farming  in  America  from  the  time  of  the  first  settlers  has 
given  cooperation  a  tangible,  extremely  high  value  among  farmers.  As  pioneer 
families  pushed  westward  across  the  United  States  they  faced  great  personal 
dangers  and  natural  hazards  that  the  individual  alone  was  powerless  against. 
Through  cooperation  they  found  a  source  of  strength  that  enabled  them  to  bring 
the  raw  new  land  under  the  plow,  to  build  homes,  churches  and  schools  in  the 
face  of  the  peril  of  Indian  wars,  storms,  drought,  and  lack  of  all  but  the  most 
elementary  facilities  for  civilization.  Their  constant  dangers  and  a  deeply  jealous 
regard  for  individual  freedom  and  enterprise  led  our  pioneers  to  work  together 
for  their  common  good  without  sacrificing  individual  rights;  it  led  to  a  strong 
spirit  of  good  neighborliness  that  still  marks  the  rural  areas  as  distinct  from 
the  impersonal  nature  of  life  in  our  huge  cities.  Many  of  our  most  pleasant 
rural  customs  are  evidence  of  the  farmers'  willingness  to  work  with  his  neigh- 
bors— such  things  as  "trade-work,"  husking  bees,  threshing  rings,  barn-raisings, 
and  the  like  are  the  outward  signs  of  the  informal  cooperation  that  is  an  integral 
part  of  the  spirit  of  American  agriculture.  It  is  a  precious  spirit  that  we  cannot 
afford  to  lose,  no  matter  how  modern  and  mechanized  our  farms  may  become. 

The  highly  developed  formal  cooperatives  in  agriculture  today  are  a  direct 
outgrow-th  of  that  pioneer  spirit  of  neighborliness,  and  that  is  important  to 
remember,  because  however  scientific  and  businesslike  we  may  become  in  man- 
aging our  cooperatives,  that  fact  remains  that  the  binding  that  holds  them  to- 
gether, the  essential  force  that  makes  them  go,  is  nothing  more  nor  less  than  an 
extension  of  this  spirit  into  present-day  conditions.  Without  that  human  force, 
a  cooperative  is  in  real  danger  of  becoming  just  another  business,  abstract  in  its 
aims,  and  divorced  from  the  lives  of  its  members  and  customers. 

Formal  cooperatives,  as  recognized  legal  institutions,  came  into  both  business 
and  agriculture  very  early  in  the  history  of  the  United  States.  They  came  as  a 
device  by  which  individual  businessmen  or  farmers  could  join  for  purposes  be- 
yond the  ability  of  the  individual — to  transfer  the  risks  of  the  individual  to  the 
group,  to  market  products  beyond  the  scope  of  the  individual,  or  to  bring  group 
buying  power  into  the  market  under  skilled  direction.  It  is  significant  that 
Benjamin  Franklin  was  one  of  the  sponsors  of  perhaps  the  first  cooperative 
well-known  as  the  "Hand-in-Hand" — the  Philadelphia  Contributorship  for  In- 
surance of  Houses  From  Loss  by  Fire,  a  mutual  that  was  organized  in  1752,  and 
has  grown  and  prospered  ever  since. 

From  those  beginnings,  cooperatives  have  come  today  to  play  an  integral 
part  in  the  life  of  the  farmer — and  of  the  businessman.  It  is  estimated  that 
fully  half  the  farmers  in  the  United  States  are  members  of  cooperative  associa- 
tions that  are  performing  some  vital  service  in  purchasing  farm  supplies,  process- 
ing or  distributing  farm  products,  or  providing  other  essential  farm-business 
services.  Today,  more  than  ever  before,  there  are  many  services  that  the  in- 
dividual farmer  cannot  provide  for  himself — he  must,  if  his  efforts  are  to  be 
effective,  join  with  his  neighbors  in  large  group  endeavors.  And  today,  to  that 
farmer  the  term  "neighbors"  has  a  much  broader  meaning;  it  takes  in  farmers 
like  himself  over  the  entire  Nation.  You  don't  have  to  look  very  far  around 
modern  agriculture  to  see  how  helpless  the  individual  would  be  in  dealing  with 
many  of  his  problems  if  he  had  no  opportunity  for  joining  his  strength  with  that 
of  his  fellow  farmers. 

This  group  is  acquainted  with  the  many  lines  of  farm  cooperative  endeavor 
and  their  relative  importance,  but  I  want  to  summarize  them  briefly  to  give 
definite  focus  to  the  size  and  extent  of  farm  cooperatives  today: 

Some  7,500  farmer  associations  are  engaged  primarily  in  marketing  farm 
products.    They  report  2,750,000  members. 

Two  thousand  mutual  insurance  companies  serve  almost  half  of  our  farmers 
witli  protection  from  losses  from  wind,  hail,  fire. 

Twenty-seven  hundred  associations,  with  1,500,000  farmer  members,  are  en- 
gaged in  purchasing  farm  supplies.  Their  volume  of  business  runs  over  a 
billion  dollars  a  year. 

Four  thousand  mutual  irrigation  companies  serve  about  150,000  farms. 

Eight  hundred  rural  electric  cooperatives  provide  service  for  more  than  a 
million  farms. 

Fourteen  hundred  livestock  in^provement  associations  carry  on  programs  to 
improve  the  productivity  and  quality  of  the  products  of  our  beef  cattle,  dairy 
cows,  swine,  poultry,  and  other  farm  animals. 
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One  thousand  seven  hundred  national  farm  loan  associations  are  providing 
farm-mortgage  loans  on  a  cooperative  basis  to  390,000  members.  Five  hundred 
and  thirteen  production  credit  associations  are  providing  370,000  members  with 
short-term  seasonal  credit. 

In  addition,  there  are  many  thousands  of  small  cooperatives,  some  officially 
organized  as  legal  entities,  and  others  operating  simply  by  verbal  agreements 
between  farmers  in  a  community,  which  provide  such  services  as  machinery 
pools,  bull  clubs,  trucking  routes,  farm  machinery  repair  centers,  and  so  on. 

Diversified  cooperative  activity  is  by  no  means  confined  to  agriculture  alone. 
Business,  too,  has  developed  many  forms  of  cooperation  and  many  specific 
cooperatives  which  operate  almost  exactly  like  farmers'  cooperatives  and  which 
are  taken  for  granted.  There  has  been  a  strong  trend  running  in  small  business 
to  meet  the  competition  of  big  business  by  combining  into  cooperative  organiza- 
tions;  thus  obtaining  the  advantages  of  massed  buying  power  and  mass-sales 
methods  while  retaining  individual  ownership.  Thousands  of  independent  re- 
tailers, wholesalers,  manufacturers,  and  service  firms  have  formed  purchasing, 
marketing,  advertising,  or  credit  cooperatives.  It  is  interesting  to  note,  in  pass- 
ing, that  these  cooperatives,  returning  their  savings  to  the  individual  enterpriser 
and  to  his  customers,  have  no  income  of  their  own,  and  hence  are  free  of  income 
taxes,  although  they  are  subject  to  other  taxes  common  to  most  types  of  business. 

You  can  see  these  business  cooperatives  all  around  you.  Independent  grocers, 
competing  with  the  large  chains,  have  their  cooperative  retail  grocery  chains 
which  operate  warehouses  and  represent  their  members  in  spending  their  pooled 
purchasing  power,  obtaining  carlot  rates,  and  merchandise  of  high  quality, 
beyond  the  ability  of  the  individual  retailer.  There  are  many  so-called  mutual 
drug  stores,  which  are  owned  by  cooperating  independent  druggists  who  have 
formed  organizations  to  operate  warehouses  and  to  exercise  definite  standards 
of  buying.  We  don't  ordinarily  think  of  it  as  such,  but  one  of  the  most  extensive 
of  our  news-gathering  agencies,  the  Associated  Press,  is  nothing  more  or  less 
than  a  cooperative  of  newspapers  bringing  to  its  members  news  that  no  individual 
publication  could  gather  by  its  own  efforts. 

There  is  no  doubt  about  it,  the  cooperative  technique  is  a  part  of  the  American 
way  of  life.  It  is  as  much  a  part  of  agriculture  as  is  the  family-type  farm,  and 
the  two  are  dependent  on  each  other.  But  the  implications  go  even  deeper  than 
that.  Cooperation  is  a  two-way  street.  To  be  successful,  and  to  live  up  to  the 
responsibilities  of  free  enterprise  in  our  democratic  system,  the  cooperative  must 
genuinely  serve  both  its  members  and  the  public.  Farmers  are  justified  in  using 
the  cooperative  device,  and  the  legal  privileges  that  have  been  accorded  it,  only 
when  it  offers  a  sound  means  to  solve  an  economic  problem  for  the  benefit  of  the 
cooperators  and  the  public.  Neither  farmers,  nor  anyone  else,  have  the  undis- 
puted privilege  of  combining  their  interests  to  seek  monopoly  or  unfair  advantage. 

And  there  is  no  doubt  that  farm  cooperation  as  a  whole  has  served  the  public 
welfare  and  that  with  very  few  exceptions  farm  cooperatives  have  kept  closely 
to  the  basic  principle  of  service  to  their  members  and  to  the  public.  In  a  true 
sense,  cooperatives  have  provided  a  valuable  yardstick.  As  you  well  know, 
cooperatives  have  been  pace  setters  in  improving  the  quality  of  farm  products 
supplied  the  public — and  they  have  done  it  by  seeking  higher  and  higher  stand- 
ards, better  methods  of  marketing,  and  seeking  to  return  to  the  producer  who 
produces  high  quality  the  reward  that  such  quality  brings  in  the  market.  Farm- 
ers' cooperatives  have  been  in  the  forefront  in  experimenting  with  and  encourag- 
ing better  grading,  packing,  and  other  means  of  assuring  the  housewife  that  she 
is  getting  her  money's  worth  when  she  buys  groceries.  In  the  purchasing  field, 
cooperatives  have  led  the  way  toward  known  standard,  efficient  products  for  the 
farmer  at  the  lowest  possible  cost,  and  in  many  cases  the  methods  they  have 
developed  have  spread,  like  ripples  from  a  stone  thrown  in  a  pool,  throughout 
our  merchandising  system.  Such  things  as  open  formula  feeds — where  the  buyer 
knows  exactly  what  he  is  buying — ^high  analysis  fertilizer  and  seeds  of  known 
origin  and  germination  have  been  pioneered  by  cooperatives.  Cooperatives  have 
fought  without  let-up  to  eliminate  marketing  abuses,  to  break  down  monopoly, 
and  to  implement  the  public's  right  to  know  what  it  is  buying.  Cooperative  or- 
ganizations have  sought  to  spread  useful  information ;  they  have  worked  closely 
with  the  research  staffs  of  the  land-grant  colleges  and  the  United  States  Depart- 
ment of  Agriculture  to  bring  to  their  patrons  and  members  the  benefits  of  the 
latest  scientific  discoveries  and  the  most  up-tg-date  specifications.  And,  finally, 
farm  cooi)eratives  can  look  back  with  honest  pride  on  the  service  they  gave  to 
farmers  and  to  the  public  during  the  war,  when  they  played  an  important  part 
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iu  i)r<i<('ssinjj:  jiiid  marketing  the  (.*apacity  production  of  our  farms,  and  in  finding 
jiiid  distributing  fertilizer,  feed,  fiiel,  macliinery,  and  other  supplies  so  essential 
for  continued  high  production.  That  was  service,  not  just  to  their  members,  but 
to  the  United  States  in  time  of  war. 

At  present  we  are  definitely  in  a  transition  period.  We  are  relaxing  from  our 
war  jobs,  and  we  have  a  breathing  spell,  probably  a  short  one,  before  we  must 
face  the  problems  and  the  economic  and  technical  developments  that  lie  ahead. 
It  is  imperative,  I  believe,  that  farmers  use  this  breathing  spell  to  clear  their 
sights  and  detei-mine  their  target  in  the  future. 

There  is  little  doubt  as  to  the  objective  toward  which  we  want  to  aim.  We 
want  to  aim  for  maintenance  and  improvement  of  the  family  farm.  We  want  it 
to  be  a  fully  productive,  highly  eflBcient  farm — but  we  want  it  to  be  the  tradi- 
tional family  type,  capable  of  holding  its  own  in  our  economy,  capable  of  main- 
taining farm  and  home  as  a  way  of  life.  We  want  it  to  fit  into  a  national  pattern 
of  a  fully  productive  agriculture,  turning  out  vast  amounts  of  high-quality  food 
and  fiber,  capable  of  supplying  the  Nation  with  a  bountiful  diet  at  a  reasonable 
cost.  We  definitely  don't  want  our  farms  to  become  soulless  factories,  owned  by 
impersonal  stockholders  and  operated  by  hired  managers  and  hired  workers,  with 
success  or  failure  measured  entirely  by  dollars-and-cents  figures  in  company 
ledgers.  To  allow  our  machines  and  our  impetus  toward  bigness  to  bring  that 
about  would  be  to  take  the  American  spirit  out  of  farming ;  it  would  mean  relin- 
quishing the  solid  values  of  farm  life  that  we  have  prized  highly  since  the  first 
settlers  put  the  plow  to  the  fresh  soil  of  this  continent. 

The  farm  cooperatives  must  play  an  increasingly  important  part  in  farm  life 
and  farm  business,  if  we  are  to  maintain  and  improve  the  family  farm,  if  we 
are  to  adapt  it  to  the  high-powered  economy  into  which  we  are  speeding.  I  think 
it  is  absolutely  essential  that  we  give  serious  thought  to  the  possibilities  of  the 
future  in  agriculture  and  determine  the  ways  in  which  cooperatives  can  increase 
their  aid  to  farmers  in  achieving  the  kind  of  agriculture  we  will  need,  and  can 
aid  the  public  even  more  in  realizing  to  the  full  the  benefits  of  our  productive 
agriculture. 

It  seems  to  me  that  one  of  our  first  jobs  is  to  gain  greater  public  understanding 
of  what  farm  cooperatives  are  and  how  they  serve  the  Nation's  welfare.  I  realize 
that  a  great  deal  has  been  done  in  education  of  farmers  in  cooperation,  and  that 
a  great  deal  of  information  is  available  about  the  principles,  methods,  and  aims 
of  cooperation— for  farmers.  But  frankly,  I  think  we  have  been  talking  to  our- 
selves too  much,  and  to  the  public  too  little.  Furthermore,  we  have  been  talking 
in  a  special  jargon  that  tends  to  make  the  idea  of  cooperation  too  complex. 

As  a  result,  I  think  the  public  is  somewhat  confused  about  cooperatives.  I 
believe  that  our  language  has  caused  means  to  be  confused  witli  ends,  methods 
with  purposes,  implements  with  principles. 

When  I  think  of  farm  cooperatives,  I  think  of  them  not  as  complex  business 
concerns,  but  as  groups  of  independent  farmers  banded  together  to  do  some  job 
that  is  too  big  for  them  as  individuals.  They  are  not  seeking  profits  as  a  group, 
but  are  seeking  to  use  modern  business  methods  to  maintain  their  way  of  life. 
That  is  their  aim,  their  purpose.  The  methods  by  which  they  seek  to  maintain 
their  way  of  life  may  vary  according  to  the  economic  problem  they  are  attempt- 
ing to  solve  by  cooperation.  If  credit  is  their  problem  their  cooperation  may 
take  the  form  of  a  marketing  association.  If  buying  supplies  of  known  quality  at 
prices  they  can  afford  to  pay  is  a  problem,  their  cooperation  may  take  the  form 
of  a  purchasing  cooperative,  giving  farmers  the  same  advantages  that  big  business 
enterprises  have  in  skilled,  large-scale  buying. 

Thus,  when  you  strip  cooperation  to  its  fundamental  elements,  the  story  is  a 
simple  one,  easily  understood.  It  reveals  at  once  the  reason  for  the  legal  right 
of  cooperatives,  and  their  legal  obligations.  It  leaves  no  doubt  as  to  the  place 
of  the  cooperative  in  the  system  of  free  enterprise — in  fact,  it  demonstrates  that 
cooperatives  are  the  very  essence  of  free  enterprise  in  that  they  actually  represent 
groups  of  farmers  acting  together  for  the  purpose  of  carrying  on  their  individual 
free  enterprises  more  efficiently  for  individual  profit.  Nothing  could  be  more 
American  in  its  basic  spirit  and  purpose  than  that. 

It  is  this  basic  objective  of  farm  cooperatives  that  has  caused  Congress  and 
the  courts  to  recognize  generally,  and  in  specific  legislation,  and  to  affirm  re- 
peatedly, the  right  of  farmers  to  organize  cooperatives,  and  the  public  welfare 
obligations  of  cooperatives.  Shorn  of  all  technicalities,  it  is  this  basic  purpose 
that  frees  cooperatives  from  income  taxes,  if  they  return  to  members  and  patrons 
the  savings  they  may  be  able  to  make  in  the  transaction  of  business  for  their 
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members  and  patrons.  Obviously,  such  returns  are  a  part  of  the  income  of  the 
individual  enterpriser — the  farmer — and  as  such  are  subject  to  taxes  as  a  part 
of  his  income.  Outstanding  and  simple  as  that  fact  is,  it  has  often  been  over- 
looked. It  should  be  made  clear  that  the  farmer  in  this  respect  is  in  exactly  the 
same  position  as  the  independent  businessman  or  partner ;  he  pays  taxes  on  his 
income,  including  any  savings  he  receives  through  cooperative  action. 

Also,  it  should  be  made  entirely  clear  that  cooperatives  are  not  entirely  free 
from  taxation — that  while  they  may  not  pay  income  taxes  they  do  pay  their 
share  of  real  estate,  social  security,  and  other  taxes,  just  as  do  most  businesses 
which  are  operated  for  profit. 

I  believe,  too,  that  we  in  agriculture  need  to  do  a  more  aggressive  job  of  in- 
forming the  public  of  the  many  improvements  and  benefits  that  have  come  to 
consumers  through  the  farmers'  cooperatives.  That  also  is  a  simple  story  in  its 
essentials — better  food,  brought  to  the  American  family  at  the  lowest  possible 
cost.  It  is  a  dramatic  story  of  new  and  better  products  for  the  American  dinner 
table — of  new  processes,  quicker  handling,  fresher  food,  reduced  costs  and  mar- 
gins.    It  is  a  part  of  the  story  of  better  nutrition  and  health  for  our  families. 

If  anyone  believes  that  the  days  of  pioneering  in  cooperation  are  past,  let 
him  study  some  of  the  problems  facing  agriculture  and  the  family  farm.  The 
frontier  of  ideas  is  always  wide  open,  and  we  certainly  are  going  to  need  ideas, 
plus  the  courage  to  give  them  a  fair  trial.  We  should  not  forget  that  agriculture 
has  been  in  a  sellers'  market  for  the  past  several  years,  with  the  government 
taking  great  chunks  of  our  output  for  the  armed  services.  Certainly,  finding 
new  markets  and  enlarging  the  old  ones  is  going  to  take  all  of  our  selling  skill. 
And  I,  for  one,  have  long  believed  that  agriculture  has  not  done  the  job  of  promot- 
ing its  products,  of  creating  new  tastes  and  larger  demands,  as  well  as  it  could 
be  done.  Efficiency  and  lowest  possible  cost  in  producing,  processing,  and  distrib- 
uting farm  products  are  going  to  loom  more  important  than  in  the  past,  and  may 
rapidly  become  the  deciding  factor  between  a  thriving  co-op  and  a  defunct  one 
when  the  going  gets  tough.  Here  alone  is  need  for  practically  every  cooperative 
to  reexamine  its  operations  with  a  most  critical  eye. 

Modernization  of  facilities  is  going  to  be  a  problem  for  many  organizations 
that  have  creaked  by  with  obsolete  equipment  and  old-fashioned  methods  during 
the  war.  And  among  the  greatest  of  challenges  is  the  need  for  many  new  types 
of  cooperative  service  to  keep  the  farmer  up  with  the  times  and  to  aid  him  in 
maintaining  his  independent  position.  I  won't  attempt  to  guess  what  all  these 
may  be,  but  increased  mechanization,  increased  use  of  refrigeration  on  farms  and 
all  along  the  way  to  market,  development  of  many  new  methods  of  packaging, 
new  forms  of  transi)ortation,  among  other  things,  promise  us  a  most  exciting 
decade  ahead. 

Most  of  all,  I  hope  that  the  many  men  whO'  guide  the  destinies  of  our  coopera- 
tive enterprises  keep  firmly  in  mind  not  only  the  great  opportuniti'^s  they  have 
for  service,  but  also  the  basic  purpose  of  this  form  of  organization,  to  enable 
farmers  to  work  together  to  maintain  and  improve  the  family  farm.  Coopera- 
tives, too,  can  suffer  the  curse  of  bigness — they  can  become  so  huge  and  complex 
that  unless  real  effort  is  made  they  lose  contact  with  the  lives  of  their  farmer 
members  and  their  patrons.  We  don't  want  that  to  happen.  We  want  coopera- 
tives to  remain  human  institutions,  accurately  reflecting  the  desires  and  interests 
of  the  individuals  who  make  up  their  membership.  If  we  keep  cooperatives  inter- 
woven into  the  lives  of  farmers  and  their  customers  from  the  grass-roots  to  the 
city  dinner  tables,  if  we  keep  before  us  the  realization  that  in  the  last  analysis 
the  only  thing  a  cooperative  has  of  its  own  is  the  service  it  provides  its  members 
and  customers,  then  we  need  have  little  worry  about  the  future  of  farmers'  co- 
operatives. 

Mr.  Olmstead.  We  appreciate  the  opportunity  you  have  extended  to 
us  to  appear  in  this  hearing.  While  we  feel  that  this  is  really  not  an 
issue  before  the  committee,  we  did  want  to  answer  the  charges  that 
have  been  made  against  us.  I  think  in  all  sincerity,  in  all  earnestness, 
the  oil  industry  is  not  confronted  with  any  problem  as  far  as  farm  co- 
operatives are  concerned,  that  we  can  live  side  by  side  with  inde- 
pendents and  majors,  to  their  benefit  and  to  ours. 

Our  business,  which  takes  back  to  the  grass  roots  increased  savings 
and  increased  purchasing  power,  is  indirectly  a  benefit  to  both  majors 
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and  independents.  "While  we  do,  undoubtedly,  in  our  operations,  hurt 
a  limited  number  of  marketers,  that  is  the  extent  of  the  damage  we  do 
to  the  oil  industry. 

The  benefits  that  we  derive,  that  the  American  public  derives,  from 
that  minor  amount  of  damage,  so  greatly  outweighs  the  damage  we 
do  that  there  can  be  no  question  but  what  the  farm  cooperative  must 
be  continued,  must  be  strengthened,  must  be  made  a  part  of  our  perma- 
nent economy. 

The  Chairman.  Thank  you,  Mr.  Olmstead. 

STATEMENT  OF  ALFEED  A.  KILTZ,  INDIANA  FAEM  BUREAU 
COOPERATIVE  ASSOCIATION,  INC. 

Mr.  KiLTz.  My  name  is  Alfred  A.  Kiltz;  Indiana  Farm  Bureau 
Cooperative  Association,  Inc.,  counsel  for  the  petroleum  division  and 
manager  of  the  exploration  division. 

The  Chaiejman.  You  may  proceed. 

Mr.  Kiltz.  Indiana  Farm  Bureau  Cooperative  Association,  Inc., 
obtains  its  crude  oil  supply  from  Indiana,  Illinois,  and  Kentucky, 
known  as  the  Illinois  Basin.  We  have  a  refinery  located  at  Mount 
Vernon,  Ind,,  on  the  Ohio  River,  which  has  a  capacity  of  3,500  bar- 
rels per  day.  We  are  also  engaged  in  producing  crude  oil,  and  produce 
about  2,000  barrels  per  day.  The  balance  of  the  crude  oil  which  we 
use  is  purchased  from  major  oil  companies  and  from  independent  pro- 
ducers. We  do  not  have  any  filling  stations.  All  of  our  products  are 
consumed  upon  the  farm,  and  distributed  to  farmers  by  means  of  tank 
wagons.  There  are  certain  byproducts  which  are  manufactured,  gaso- 
line and  kerosene,  and  a  limited  amount  of  fuel  oil,  that  naturally 
come  out  of  the  process  of  refining.    We  do  sell  to  others. 

May  I  comment  upon  the  statement  of  Mr.  Hardey  ? 

The  Chairman.  Certainly. 

Mr.  Kiltz.  As  I  understand  it,  Mr.  Hardey,  president  of  the  Inde- 
pendent Petroleum  Association,  made  the  statement  that  the  coopera- 
tives engaged  in  the  petroleum  business  were  forcing  the  independents 
out  of  business.  I  will  say  to  the  committee  that  the  Indiana  Farm 
Bureau  Cooperative  Association,  Inc.,  during  the  past  3  years,  has 
contributed,  by  means  of  bottom-hole  letters — and  those  are  letters 
giv&n  to  an  independent  when  he  has  a  block  of  acreage  which  he  wants 
to  drill  and  does  not  have  the  finances  to  drill  it ;  he  will  come  to  us 
and  oifer  to  sell  us  80  acres  in  the  block  of  160,  or  whatever  it  may  be, 
and  we  agree  on  a  price  which  he  is  to  receive  when  the  well  is 
completed  down  to  the  specified  depth.  That  is  what  is  called  the 
bottom-hole  letter. 

We  have  given  to  independents  in  the  last  3  years  $312,000  contribu- 
tion toward  assisting  them  in  drilling  their  oil  wells. 

In  addition,  during  the  last  18  months  we  have  loaned  to  independ- 
ents who  are  drilling  wells  and  producing  wells,  $349,497. 

I  might  further  say  that  there  has  never  been  a  foreclosure  against 
an  independent. 

Also  we  have  loaned  to  independent  operators,  from  our  stock  j^ards, 
thousands  of  feet  of  oil-well  casing,  rods  and  tubing,  also  tanks,  pump 
jacks,  and  other  equipment. 
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Our  refinery  Avas  built  in  1939.  and  that  refinery,  running  at  capacity, 
does  not  supply  the  farmers  of  Indiana,  whom  we  serve,  with  one-half 
of  the  refined  production  which  they  want  to  i)urchase  from  us.  There- 
fore, the  balance  of  the  gasoline  and  coal  oils  that  they  use  are  pur- 
chased from  major  companies. 

In  1940,  and  prior  to  1940.  there  was  opened  in  Indiana  and  Illinois 
what  was  known  as  the  Griffin  oil  pool.  This  pool  was  opened  and 
developed  primarily  by  independents.  There  were  two  major  com- 
pany pipe  lines  through  Illinois,  one  of  them  being  a  British-American 
company,  and  the  price  of  crude  oil  in  that  field — it  was  selling  at  90 
cents  per  barrel:  10  cents,  at  least,  under  the  posted  price  of  crude  oil 
for  the  Illinois  Basin  as  a  whole,  the  established  pipe-line  prices.  It 
ranged  from  10  to  27  cents  under  the  pipe-line  prices. 

We  ran  an  8-inch  pipe  line  from  our  refinery  in  Mount  Vernon, 
Ind.,  into  the  Griffin  pool,  a  distance  of  approximately  25  miles,  and 
immediately  the  posted  price  was  $1.17  a  barrel,  which  was  the  price 
of  the  Illinois  Basin  for  pipe-line  oil  of  like  grade  and  quality,  and 
thereby  we  gave  the  independents  the  full  pipe-line  price  for  the 
crude  oil  which  they  were  running,  as  far  as  the  farmer  royalty  owners. 

We  do  have,  through  the  oil  which  we  are  purchasing  from  the 
major  companies,  from  the  independents,  and  that  vdiich  we  produce 
ourselves,  a  surplus  over  what  the  refinery  at  Mount  Yernon  can  refine, 
and  that  oil  is  shipped  up  the  river  to  Carbide  Carbon  &  Chemical  Co. 
of  Charleston,  W.  Va.,  an  independent  refinery,  and  we  have  shipped 
such  oil  to  them  at  the  rate  of  1,000  barrels  per  day  for  the  past  year, 
and  they  give  us  back  the  gasoline  and  kerosene  from  that  oil  which 
they  refine.  The  balance  of  the  product  belongs  to  them ;  I  mean,  they 
dispose  of  it  through  other  means,  but  they  give  us  back  the  gasoline 
and  kerosene. 

The  Chaikmax.  You  mean  the  contract  is  such  that  their  compensa- 
tion is  derived  from  taking  these  other  products  while  you  get  the 
gasoline,  without  any  additional  payment  ? 

Mr.  KiLTz.  The  payment,  we  will  say,  will  be  considered  along  with 
the  price  of  the  crude,  the  value  of  the  crude  which  we  deliver  to  them. 

Senator  Mooke.  You  mean  you  buy  the  gasoline  back  ? 

Mr.  KiLTz.  In  effect,  that  is  what  it  is ;  yes. 

Unless' the  committee  desires  to  question  me  about  our  stock  and 
the  manner  of  operation  of  the  cooperative,  I  will  conclude  what  I 
had  to  say  to  the  committee  with  the  statement  that,  in  our  operations 
in  the  Illinois  Basin,  we  have  the  most  friendly  cooperation  with  the 
major  companies.  We  have  the  most  friendly  cooperation  with  all 
independents  engaged  in  the  petroleum  business  and  in  the  production 
business.  I  think  they  consider  us  their  friends  and  a  haven  of  refuge, 
perhaps,  for  relief  when  they  cannot  get  it  elsewhere  at  times. 

Senator  Moore.  That  is  a  ver}'  great  benefactor. 

The  Chaieman.  Are  there  any  Cjuestions?  If  not,  thank  you  very 
much.  Mr.  Kiltz. 

Mr.  Fkasee.  I  would  like  to  introduce  in  the  record  at  this  point 
a  statement  left  with  me  last  night  by  Mr.  John  Carson,  who  is  the 
director  of  the  Washington  office  of  the  Cooperative  League  USA, 
and  National  Cooperatives,  Inc.  Mr.  Carson  said  that  he  had  to  leave 
town,  and  would  like  his  statement  put  in  at  this  point. 

The  Chairman.  The  statement  mav  be  received. 
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STATEMENT  OF  JOHN  CARSON,  DIRECTOR,  WASHINGTON  OEFICE 
OP  THE  COOPERATIVE  LEAGUE  USA,  AND  NATIONAL  COOPERA- 
TIVES, INC.,  WASHINGTON 

Mr.  Carson.  My  name  is  John  Carson.  I  am  the  director  of  the 
Washington  office  of  the  Cooperative  League  USA,  and  of  National 
Cooperatives,  Inc.  Our  Washington  office  is  at  726  Jackson  Place  NW. ; 
our  New  York  office  is  at  167  West  Twelfth  Street ;  and  our  Cliicago 
office  is  at  343  South  Dearborn  Street. 

The  Cooperative  League  USA  is  the  educational  arm  of  the 
consumer  purchasing  cooperative  movement  in  this  couniry.  Na- 
tional Cooperatives,  Inc.,  is  the  business  service  arm  of  the  consumer- 
purchasing  cooperative  movement.  The  National  Cooperative 
Finance  Association  is  the  financial  arm  which  has  been  organized 
only  recently,  but  which  will  mobilize  the  credit  resources  of  our 
organizations  and  provide  such  credit  facilities  as  our  organizations 
may  need. 

I  am  representing  here  the  Midland  Cooperative  Wholesale, 
specifically. 

It  is  difficult,  even  impossible,  to  make  an  estimate  of  the  number  of 
member-owners  of  consumer  cooperatives  with  any  assurance  of 
accuracy.  There  are  duplications  in  the  membership.  Also,  any  esti- 
mate I  would  give  you  here  would  have  to  be  modified  tomorrow  when 
100  or  200  more  families  will  be  added  to  the  number  in  all  probability. 
We  believe  it  is  entirely  fair  to  say  there  are  at  least  2,500,000  families 
which  are  now  member-owners  of  consumer-purchasing  cooperatives, 
and  hence  that  as  many  as  10,000,000  of  our  people  are  now  demonstrat- 
ing their  ability  to  help  themselves  and  to  not  be  dependent  on  those 
who  heretofore  served  them  at  a  profit.  I  shall  place  in  the  record 
the  names  of  the  associations  which  are  affiliated  with  the  league  and 
with  National  Cooperatives.  (See  appendix  A  attached  hereto.) 
These  associations  are  the  great  regional  organizations'  which  are 
owned,  in  turn,  by  some  5,000  local  or  retail  associations,  and  which 
are  owned,  in  turn,  by  some  10,000,000  of  our  people. 

Mr.  Chairman,  we  had  not  intended  to  ask  this  committee  for  an 
opportunity  to  appear  at  this  time.  But  if  the  committee  desires  to 
have  a  very  complete  story  about  these  regional  cooperative  organiza- 
tions and  the  part  they  are  playing  in  stabilizing  the  oil  industry 
and  in  saving  democracy — a  story  which  I  think  will  be  proved  to  be 
as  important  as  any  story  told  to  this  committee — we  will  prepare  to 
do  that  task.  It  will  require  a  little  time  for  preparation  as  our  regional 
managers  are  very  busy  men,  men  who  are  striving  to  keep  up  with 
the  development  of  this  movement. 

But  when  Mr.  B.  A.  Hardey,  the  president  of  the  Independent  Pe- 
troleum Association  of  America,  appeared  here  as  a  witness  and  as- 
sailed our  cooperative  associations,  I  felt  that  we  should  appear.  I 
thought  this  committee  might  have  enjoyed  Mr.  Hardey's  hysterical 
attnck  on  cooperatives — it  was  worth  any  reasonable  charge  for  admis- 
sion to  the  show — but  when  questions  by  members  of  the  committee 
seemed  to  indicate  interest  in  what  he  said,  it  seemed  to  me  that  we 
owed  it  to  the  committee  to  present  a  brief  story,  even  though  it  had 
to  be  prepared  hurriedly. 
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We  bear  Mr.  Hardey  no  ill  will.  And  certainly  we  are  the  friends 
and  the  supporters  of  any  bona  fide  independent  producer  of  oil, 
because  we  provide  for  them  a  buyer  of  their  products ;  a  buyer  who 
operates  with  glass  pockets;  a  buyer,  of  which  they  can  also  become 
member-owners  and  participate  in  the  work  of  the  family,  as  one  of 
the  members  of  the  family.  If  there  is  any  bona  fide  independent  pro- 
ducer of  oil  who  has  a  specific  complaint  against  the  cooperatives,  I 
would  like  to  have  it  presented  here  because  I  think  that  will  give  us 
an  opportunity  to  reveal  to  him  the  truth,  and  inevitably  induce  him 
to  become  a  part  of  our  family. 

Mr,  Hardey  said,  "You  know  when  you  start  a  growth  like  a  co- 
operative movement,  it  bursts  out  in  different  places  all  over  the 
country."*   And  he  added  that  "Something  must  be  done  about  it." 

The  cooperative  movement  is  bursting  out  all  over  the  country.  Just 
last  night,  two  students  for  the  ministry  who  will  be  ordained  shortly 
and  who  are  giving  all  of  their  spare  time  to  a  group  of  very  under- 
privileged boys  here  in  Washington,  came  to  tell  me  of  their  vision. 
Six  of  these  boys,  six  among  several  hundred,  are  leaders.  They  have 
become  interested  in  the  cooperative  movement.  I  hope  I  have  the 
opportunity  a  year  hence  to  tell  you  the  second  or  third  chapters  of 
this  story;  because  I  know  these  boys,  with  their  own  little  savings 
and  their  own  hard  work,  are  going  to  have  a  cooperative  society  in 
Washington;  they  are  going  to  have  a  business  of  their  own  and  by 
their  own  and  for  their  own.  Watch  the  story  of  the  Back-of-the- 
Yards  movement  in  Chicago  during  the  next  few  years.  I  predict 
leaders  will  develop  there,  and  through  a  credit-union  movement — 
which  is  nothing  but  a  consumer  cooperative  movement — and  then 
through  other  forms  of  consumer  cooperation  they  will  recreate  the 
society  in  the  Back-of-the-Yards. 

I  suspect  the  members  of  this  committee  enjoyed  the  efforts  made 
here  to  define  the  word  "independent."  As  the  chairman  suggested,  in 
one  instance  of  some  years  ago,  the  Standard  Oil  Co.  of  New  Jersey 
was  described  as  an  "independent."  Mr.  Hardey  defined  an  "inde- 
pendent" as  one  who  was  not  swayed  or  influenced  by  anyone,  a  rugged 
individualist. 

That  definition  outlawed  our  cooperatives  from  the  class  of 
"independents"  because  we  are  swayed  and  influenced  and  owned  and 
dictated  to  by  millions  of  member-owners,  or  consumers.  I,  had 
always  thought  the  word  "independents"  in  this  industry  referred 
to  those  individuals  and  those  companies  which  were  entirely  free  of 
any  control  by  the  major  oil  companies,  or  the  financial  interests 
related  to  the  major  oil  companies.  If  that  is  the  definition — and  I 
think  it  is  the  one  generally  accepted  by  the  public — then  our  coopera- 
tives are  "independents,"  they  can  be  nothing  else,  and  they  will 
always  be  "independents." 

We  are  opposed  to  every  form  of  monopoly  or  trust.  We  are  pre- 
senting to  the  world  the  one  effective  method  of  destroying  monopoly. 
And  thus  we  are  the  servants  of  democracy  and  of  this  Government 
of  ours,  because  monopoly  and  democracy  are  entirely  incompatible. 

Mr.  Chairman,  I  am  confident  that  you  and  other  members  of  the 
committee  have  had  considerable  propaganda  from  organizations  of 
small  businessmen  who  have  been  inspired  to  attack  cooperative  organ- 
izations.    We  seem  to  forget  that  the  farmer  and  the  wage  earner  in 
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industry  are  the  smallest  of  businessmen,  and  in  this  ruthless  economic 
system  which  we  have  developed,  they  are  the  weakest  of  the  small 
businessmen.  But  the  small  entrepreneur  is  going  to  learn  that  his 
one  enemy,  the  one  enemy  which  he  needs  to  fear,  is  monopoly,  and 
that  as  the  cooperative  organization  is  the  most  effective  enemy  of 
monopoly,  the  best  friend  of  the  small  businessman  is  the  cooperative. 
In  Sweden,  for  example,  the  statistics  prove  that  as  cooperatives 
developed  and  destroyed  monopoly,  the  small  entrepreneur  and  even 
the  larger  independent  entrepreneur  prospered.  There  is  sound  reason 
for  that  development.  Just  as  the  system  of  finance  capitalism  and 
monopoly  creates  an  economy  of  scarcity,  the  consumer  cooperatives 
create  an  economy  of  abundance  and  benefits  for  the  many  instead 
of  the  few.  Mr.  Hardey  talked  about  "free  enterprise."  Well  the 
cooperatives  are  the  freest  of  free  enterprise,  and  they  create  a  free 
economy  which  makes  free  enterprise  possible. 

Mr.  Hardey  said  that  all  his  "independents"  wanted  was  "the 
maintenance  of  an  economic  climate  in  which  we  can  live  and  do  our 
most  effective  work,"  The  cooperatives  go  a  bit  beyond  that  request. 
We  want  an  economic  climate  in  which  every  man  and  woman  and 
child  in  this  country  will  be  free  to  do  their  most  effective  work.  We 
want  nothing  for  ourselves  that  we  do  not  want  for  others.  We  know 
that  our  welfare  and  our  security  are  dependent  upon  and  controlled 
by  the  welfare  and  the  security  of  our  neighbors. 

Mr.  Hardey  said  that  "many  independent  producers  have  been  leav- 
ing the  business"  and  that  "some  have  sold  their  properties  to  farm 
cooperatives  who  enjoy  a  tax  advantage  over  private  business." 

Perhaps  it  was  significant  of  Mr.  Hardey 's  "independence"  that 
he  ignored  the  purchase  of  "independent  producers"  by  the  major  oil 
companies  until  he  was  questioned  by  the  chairman  of  this  committee, 
and  then  he  admitted  that  the  major  oil  companies  were  buying  most 
of  the  "independent  producers"  who  are  selling  out.  One  of  my 
friends  in  the  Government  service  tells  me  the  statistics  would  show 
a  ratio  of  at  least  10  independent  producers  purchased  by  the  majors 
to  1  purchased  by  the  cooperatives,  and  that  perhaps  the  ratio  would 
be  20  to  1  and  even  greater.  I  wonder  why  Mr.  Hardey  was  so 
solicitous  of  the  major  oil  companies,  why  he  was  so  quick  in  another 
instance  to  speak  out  for  them  and  proclaim  that  "they" — the  major 
oil  companies — "do  not  like  the  cooperatives  any  more  than  we  do." 

Mr.  Chairman,  the  record  of  Mr.  Hardey's  testimony  would  indicate 
that  he  inspired  himself  into  a  state  of  fear  which  finally  expressed 
itself  in  his  statement  that  the  cooperatives  were  "a  trend  towards 
Russia."  I  have  not  been  in  Eussia  and  all  that  I  know  about  Eussia 
IS  what  I  read  in  the  newspapers  and  magazines.  Perhaps  I  am 
wrong,  but  my  opinion  is  that  an  economic  dictatorship  exists  in 
Eussia.  I  am  not  trying  to  judge  Eussia,  as  I  am  not  qualified  to 
sit  in  judgment. 

But  the  fact  is,  Mr.  Chairman,  that  the  one  economic  organization 
in  this  country  which  is  opposing  economic  dictatorship  by  govern- 
ment and  which  is  destroying  the  causes  which  produce  economic  dic- 
tatorship in  government  is  the  consumer  cooperative  movement.  I 
think  that  if  the  chairman  of  this  committee  and  I  could  sit  together 
for  a  few  hours  and  put  the  economic  systems  on  the  dissecting  table 
he  would  agree,  and  without  question,  that  the  consumer  cooperative 
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movement  is  one  which  compels — and  by  forces  inherent  in  it — com- 
pels widespread  ownership  by  masses  or  people  or  consumers — that 
it  is  a  force  towards  decentralization — that  it  is  a  force  which  influences 
against  the  concentration  of  power.  I  do  not  know  that  I  could  con- 
vince him,  and  certainly  I  would  doubt  my  ability  to  convince  Mr. 
Hardey  of  what  I  am  convinced,  and  that  is  that  the  forces  which  are 
inherent  in  the  system  of  competitive  finance  capitalism  are  forces 
which  cause  concentration  of  finance,  concentration  of  industry,  con- 
centration of  people,  and  inevitable  concentration  of  authority  in 
government  or  statism.  If  Mr.  Hardey  fears  the  kind  of  government 
in  Russia,  he  should  join  us  and  work  for  democracy. 

I  do  not  wish  to  take  your  time  to  engage  in  a  philosophical  discus- 
sion but  since  the  day  when  Samuel  Loyd  of  London — he  was  one  of 
the  first  at  least — since  that  day  when  he  realized  that  it  could  be  pos- 
sible to  develop  a  financial-economic  system  in  which  values  would  be 
expressed  solely  by  money  and  when  he  realized  how  simple  it  would  be 
to  organize  an5.  consolidate  and  mobilize  money  and  establish  a  dicta- 
torship of  money  over  mankind,  we  have  been  living  in  an  economic  ^ 
system  which  compels  concentration  and  in  which  might  makes  right.  ' 

We,  our  cooperatives,  are  building  a  new  world  and  a  new  system. 
We  know  how  difficult  it  is  to  develop  democracy  into  its  fullest  flower, 
how  difficult  it  is  to  educate  ourselves  as  well  as  to  help  other  people 
to  understand,  how  difficult  it  is  to  inspire  people  or  consumers  to  or- 
ganize, and  how  simple  it  is  to  mobilize  and  monopolize  money.  But 
we  are  nevertheless  at  the  task  of  encouraging  people  to  help  them- 
selves, to  serve  themselves,  to  become  dependent  on  their  own  efforts, 
to  become  self-reliant,  and  hence  we  are  establishing  the  only  possible 
basis  upon  which  democracy  can  exist.  We  hope  some  day  to  even 
brino;  a  Mr.  Hardey  into  our  camp. 

I  know  how  dangerous  it  is  to  seek  for  oversimplification,  but  even 
with  that  danger  apparent,  I  shall  repeat  here  what  I  have  said  else- 
where— that  the  distinction  between  the  system  of  competitive  finance 
capitalism  and  the  cooperative  system  is  just  this :  The  system  of  com- 
petitive finance  capitalism  is  one  in  which  the  primary  incentive  is  the 
accumulation  of  wealth  expressed  in  dollars,  in  which  dollars  employ 
men.  and  in  which  dollars  are  dignified.  The  cooperative  system  is  one 
in  which  men  employ  dollars,  in  which  dollars  are  restricted  to  a  very 
low  wage,  comparatively,  in  which  the  business  exists  to  provide  men 
with  goods  and  services,  in  which  men  are  the  masters  of  dollars,  in 
which  men  are  dignified. 

Just  the  other  day  I  heard  a  very  gifted  scholar  tell  how  Francis  of 
Assisi  destroyed  feudalism  and  established  democracy,  and  with  only 
one  weapon.  Voluntary  poverty.  The  speaker  told  of  what  he  called 
"the  mysterious  forces  in  any  spiritual  movement  which  expand  and 
expand  and  which  cannot  be  destroyed."  I  shall  tell  Mr.  Hardey  that 
the  cooperative  m.ovement  will  burst  out  all  over  the  country  and  all 
over  the  world,  as  it  is,  because  it  is  a  spiritual  movement. 

Let  me  quote  a  statement  from  the  Federal  Council  of  Churches, 
our  great  national  organization  of  Protestant  churches: 

The  freer  exchange  of  farm  and  industrial  products  through  consumer  co- 
operation offers  at  once  a  more  abundant  economic  life  to  both  groups  and  brings 
them  together  in  practical  economic  cooperation  from  which  there  can  emerge 
a  better  society  for  all. 
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The  National  Catholic  Rural  Life  Conference  states : 

Recognizing  that  cooperatives  are  in  close  liarmony  with  Christian  social 
philosopliy  and  powerful  instruments  of  self-help,  the  conference  strongly  recom- 
mends that  communities  devote  themselves  to  a  serious  study  of  the  Rochdale 
principles  and  to  the  history  of  the  cooperative  mo.vement  at  home  and  abroad. 

And  Pope  Pius  XII,  the  present  Pope,  said : 

Small  and  medium  holdings  in  agriculture,  in  the  arts  and  trades,  in  commerce 
and  industry,  should  be  guaranteed  and  promoted.  Cooperative  unions  should 
insure  for  them  the  advantages  of  big  business. 

And  I  might  add  that  Rev.  Wilfrid  Parsons,  S.  J.,  in  his  pamphlet, 
God  in  Economic  Life,  said  that — 

there  is  a  movement  in  this  country,  and  in  fact  throughout  the  world,  which  is 
in  striking  similarity  with  the  papal  plan — 

as  outlined  in  the  Encyclical  Quadragesimo  Anno — 

it  is  the  cooperative  movement. 

Gov.  Herbert  H.  Lehman  said  that — 

The  Rochdale  cooperative  policies  of  no  discrimination  because  of  race,  creed, 
or  political  belief,  and  no  exploitation  of  the  many  by  the  few  *  *  *  will 
facilitate  relief  and  rehabilitation  and  promote  enduring  peace. 

The  Central  Conference  of  American  Rabbis  said : 

The  Centi'al  Conference  of  American  Rabbis  takes  official  cognizance  of  the 
manner  in  which  cooperative  economic  movements  are  endeavoring,  by  peaceful 
and  democratic  methods,  to  bring  about  a  greater  measure  of  equity  to  the  lives 
of  men ;  we  heartily  endorse  the  cooperative  movement's  motives  and  aspirations, 
and  we  pledge  bur  interests  and  assistance  in  furthering  its  social  aims.  More- 
over, we  urge  upon  all  our  people  a  serious,  favorable  consideration  regarding 
the  significance  of  the  movement,  so  that  they  may  be  able  to  help  in  the  develop- 
ment of  its  salutary  social  values  and  adjust  their  own  lives  to  whatever  might 
prove  to  be  the  demands  of  this  peaceful  effort  to  save  our  democratic  system. 

One  more  quote — from  Fortune : 

By  their  very  nature,  cooperatives  train  those  who  participate  in  them  in 
democratic  methods;  and  while  teaching  self-reliance,  they  also  teach  inter- 
dependence—in a  word,  cooperation.  These  are  qualities  that  we  shall  want  to 
encourage. 

I  could  add  scores  of  similar  quotations.  Why  have  all  the  religious 
organizations,  the  labor  organizations,  the  farm  organizations,  the 
educational  organizations,  and  even  the  political  parties  endorsed  the 
cooperative  movement  ?  I  fear  that  I  may  make  Mr.  Hardey  envious 
if  I  continue.  So  I  shall  stop  there  with  the  challenge  to  Mr.  Hardey 
and  to  anyone  else  to  show  to  me  any  movement  or  any  business  enter- 
prise which  is  contributing  more  toward  democracy  than  is  the  cooper- 
ative movement. 

Some  of  the  witnesses  and  members  of  the  committee  talked  about 
the  dangers  of  bigness.  The  cooperatives  are  laboring  every  hour  of 
the  day  and  in  everything  they  do  against  the  concentration  of  power 
over  men.  They  are  the  one  economic  force  which  is  destroying 
monopoly  or  bigness  in  business.  Through  their  rule  of  one  vote  for 
one  member-owner  and  only  one  vote  regardless  of  how  much  money 
he  may  invest  in  the  business,  they  provide  for  recognition  of  the 
dignity  of  the  individual  man.  They  provide  for  strength  through 
federation  of  smallness,  if  you  will. 

Our  consumer  cooperatives  are  now  the  yardstick  for  automobile 
insurance,  for  example.     You  are  buying  your  automobile  insurance 
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at  about  52  percent  of  what  you  paid  10  years  ago  and  that  benefit  we 
have  given  to  all  of  you.  We  are  rapidly  becoming  a  yardstick  in 
the  petroleum  industry,  and  hence  monopoly  is  attacking  us.  We 
fear  them  not.  We  are  a  yardstick  in  the  fertilizer  industry  and  in 
the  seed  industry  and  in  the  feed  industry.  In  many  places  we  have 
become  a  yardstick  in  the  grocery  business,  and  our  last  fight  to  estab- 
lish a  system  of  honest  grade  labeling  is  going  to  prevail. 

Let  me  tell  you  of  one  of  the  most  inspiring  stories.  Some  years 
ago,  the  motor  insurance  companies  collected  $60  a  year  for  insuring 
a  school  bus  in  Ohio.  The  insurance  companies  admitted  the  rate  was 
high  but  they  contended  the  risk  was  great.  Eventually  some  of  the 
farmers  who  were  on  township  boards  rebelled  and  asked  our  coopera- 
tive insurance  company  in  Ohio  to  insure  the  school  bus.  We  had  not 
been  in  that  phase  of  the  insurance  business  but  our  company  began 
with  a  rate  of  $45  and  the  projfit  companies  reduced  their  rate.  When 
the  year  ended,  the  cooperatives  had  so  much  in  savings  to  return  to 
their  member-owners  that  they  cut  the  rate  to  $30  and  other  companies 
met  the  rate.  Again,  the  savings  were  immense  so  the  rate  was  cut  to 
$25.  The  savings  continued  and  the  next  year  our  insurance  company 
made  a  thorough  study  and  decided  a  bus  could  be  insured,  in  safety 
for  $12.50  a  year,  and  that  rate  was  established.  We  discovered  that  a 
school  bus  was  the  safest  of  risks. 

I  am  confident  that  despite  all  the  attacks  and  anything  that  monop- 
oly can  do  against  us,  the  monopoly  in  the  petroleum  industry  will 
meet  its  master  in  these  cooperatives. 

Mr.  Chairman,  how  did  Finland  wipe  out  unemployment  some  years 
prior  to  the  war?  How  did  Demnark  wipe  out  tenancy?  Why  is 
Sweden,  despite  its  lack  of  natural  resources,  one  of  the  soundest  coun- 
tries in  the  world  and  one  with  the  highest  standard  of  living  ?  Wliy 
is  Great  Britain  able  to  attack  its  overwhelming  problems  through  a 
peaceful,  evolutionary  change  in  its  economy?  How  did  China  sur- 
vive and  mobilize  its  productive  resources  during  its  terrible  trial? 
How  did  Nova  Scotia  "rise  from  the  dead"  as  one  writer  entitled  that 
story?  How  was  communism,  rampant  in  one  community  in  Nova 
Scotia,  completely  dissipated?  You  will  find  the  answers  in  the  co- 
operative movement. 

It  makes  us  a  little  bit  angry,  Mr.  Chairman,  when  these  good  men 
such  as  Mr.  Hardey  come  here  and  join  with  others  in  attempting  to 
smear  the  cooperative  movement  and  destroy  it  and  to  thus  injure  our 
country,  irreparably.     Of  course,  they  will  not  succeed. 

Mr.  Hardey  was  specific  in  two  criticisms  of  the  cooperatives.  He 
objected  to  tlipir  ability  to  borrow  money  from  the  farm  cooperative 
banking  system,  /aid  he  objected  to  what  he  described  as  a  "tax  ad- 
vantage" had  by  the  cooperatives. 

The  farm  credit  system  had  its  beginning,  as  I  recall,  in  the  early 
years  of  the  Wilson  administration.  The  Government  recognized  the 
obvious,  that  the  then  existing  credit  systems  did  not  fit  the  agricultural 
patterns;  and  without  objection  our  Government  began  to  develop  a 
credit  system  which  would.  The  system  was  expanded  when  agri- 
culture was  made  bankrupt  by  a  ruthless  financial  power  in  1920,  and 
the  system  has  been  improved  since. 

There  may  have  been  some  Government  subsidy  in  the  system  in 
its  earliest  days.    But  I  am  sure  there  is  not  todav.    Tliere  are  few 
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of  our  farm  cooperatives  which  cannot  have  all  the  credit  they  wish 
from  private  lenders  of  money  and  at  less  cost  today  than  they  pay  to 
the  farm  cooperative  banks.  Just  the  other  day,  I  had  the  manager 
of  one  of  our  farm  cooperative  associations  in  my  office  -and  he  told 
me  that  the  private  banks  in  his  State  were  begging  him  to  take  a  line 
of  credit  at  I1/2  percent  when  he  was  paying  about  3  percent  to  the 
farm  cooperative  banks.  Our  cooperatives  are  loyal,  however,  to  the 
farm  credit  system  and  they  will  continue  to  pay  more  in  interest 
today  as  insurance  against  any  possibility  that  the  private  financial 
powers  will  again  get  them  in  their  grasp. 

There  is  no  secret  in  the  credit  strength  and  soundness  of  these 
cooperatives.  We  all  know  that  productive  land  is  the  finest  security 
in  the  world — it  must  be  if  we  would  continue  to  live.  And  these 
cooperatives  are  instruments  to  make  that  productive  land  a  very 
liquid  credit  risk.  I  say  that  these  cooperatives  today  are  the  finest 
credit  risks  we  have.  And  as  we  educate  our  member  owners  and  as 
they  understand  the  economics  in  this  program,  the  cooperatives  will 
accomplish  their  final  objective  which  is  to  escape  entirely  from  debt 
or  credit — other  than  the  investments  of  their  member  owners. 

Mr.  Hardey  should  know  that  our  urban  or  city  cooperatives  are 
developing  all  over  the  country — that  they  have  no  farm  credit  system 
to  make  use  of — and  that  they  are  not  concerned  about  credit. 

I  turn  now  to  the  tax  question.  The  only  question,  or  issue,  which 
can  be  involved  in  any  discussion  relates  to  the  income  tax.  Of  course, 
I  should  add  the  capital-stock  tax  but  that  is  insignificant.  And  I 
should  add  again,  that  the  issue  relates  only  to  the  "farm  cooperatives" 
because  the  hundreds  of  city  cooperatives  or  joint  city  and  farm  co- 
operatives have  no  exemption  and  pay  every  tax,  income  tax  and  all 
other  taxes,  paid  by  any  other  form  of  business. 

I  should  add  that  the  Midland  Cooperative  Wholesale  of  Minne- 
apolis, one  of  the  largest  and  finest  of  cooperative  organizations,  which 
is  owned  almost  entirely  by  farmers  and  which  could  qualify  as  a 
"farm  cooperative"  for  tax  purposes,  is  not  and  has  never  been  in- 
terested in  tax  exemption. 

I  mention  Midland  specifically — and  Midland  is  owned  by  some 
200,000  families  in  Minnesota  and  Wisconsin  and  Iowa — because  Mr. 
A.  J.  Smaby,  manager  of  Midland,  asked  me  to  represent  him  here 
today.  I  could  also  mention  Central  Cooperative  Wholesale  of  Su- 
perior, Wis.,  owned  by  some  70,000  families,  practically  all  of  them 
farmers,  and  thej^  want  no  tax-exempt  status.  In  ,fact,  I  think  the 
records  will  show  that  at  least  50  percent  of  our  farm  cooperatives  are 
not  interested  in  tax  exemption.  Recently,  one  of  the  managers  of  a 
cooperative,  a  large  one,  which  has  had  a  status  as  a  "farm  coopera- 
tive" and  which  is  therefore  qualified  as  a  "tax  exempt"  organization, 
told  me  they  were  going  to  renounce  the  status  because  they  have 
discovered  it  is  too  costly  to  them.  The  little  money  they  save  through 
tax  exemption  is  only  a  small  part  of  the  increased  savings  they  will 
have  when  they  renounce  the  status  and  expand  into  cities — as  they 
now  plan  to  do. 

I  am  confident  that  any  study  of  the  recent  report  by  the  Bureau  of 
Internal  Revenue  on  so-called  tax-exempt  cooperatives  will  demon- 
strate that  the  Government  will  not  collect  more  than  $5,000,000  addi- 
tional, if  paragraph  12  of  section  101  is  repealed,  and  that  the  cost  of 
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administration  will  exceed  the  revenue  obtained.  Some  of  my  friends 
in  the  Bureau  of  Internal  Revenue  believe  the  Government  will  collect 
not  m.ore  than  $2,000,000  additional. 

Mr.  Chairman,  I  think  you  may  recall  that  I  directed  a  study  of 
taxes  and  tax  administration  which  was  made  by  the  Senate  in  the  years 
1924  to  1928,  inclusive,  and  that  I  worked  for  one  permanent  develop- 
ment during  that  period,  and  got  it  through  writing  the  resolution 
which  created  the  Joint  Congressional  Committee  on  Internal  Revenue 
Taxation.  I  am  a  bit  proud,  I  confess,  of  that  accomplishment.  I 
had  hoped  that  that  committee  would  have  at  its  command  a  fine  group 
of  scholars  and  experts  and  that  it  would  be  entirely  free  to  expose  to 
the  Congress  at  all  times  every  tax  condition  which,  injured  the  public 
welfare.  I  still  hope  that  day  will  come.  There  are  fine  men  and 
women  over  there  in  that  committee  but  they  need  more  of  them,  and 
the  finest  of  them,  and  they  need  to  be  inspired  to  engage  in  a  constant 
campaign  of  presenting  to  the  Congress  the  story  of_taxation  and  par- 
ticularly of  the  administration  of  our  tax  laws,  if  that  committee 
will  do  a  thorough  job  on  ''tax  evasion''  of  all  kinds,  I  am  sure  there 
will  be  no  further  attacks  on  cooperatives. 

Our  Constitution  provides  for  the  taxation  of  income.  The  Con- 
gress has  authority  to  write  laws  which  provide  for  the  taxation  of 
income.  I  think  a  general  summation  of  the  court  decisions  would 
justify  a  statement  that  the  courts  have  declared  only  the  obvious — 
that  you  have  income  when  the  wealth  that  you  own  and  control  has 
been  increased  during  a  certain  period,  let  us  say  during  the  year  in 
question.  Now.  let  us  apply  that  test  to  money  received  by  coopera- 
tives and  you  will  find  they  do  not  have  '"incorae." 

Our  cooperatives  are  aware  of  the  necessity  of  taxation,  until  it 
really  hurts,  to  balance  the  budget  of  Government.  I  think  the  repre- 
sentative of  the  Cooperative  League,  USA,  Mr.  E.  R.  Bowen,  was  the 
only  witness  who  appeared  before  the  Senate  Committee  on  Finance 
at  the  start  of  the  war  and  urged  that  every  dollar  of  war-increased 
income  should  be  taxed,  and  that  the  threat  of  debt  and  inflation 
should  thus  be  avoided. 

I  do  not  want  to  discuss  here,  at  this  time,  the  millions  and  billions 
of  dollars  of  subsidy  the  Government  has  given  to  the  oil  industry — 
first  in  what  we  knew  as  discover}^  depletion  and  what  we  now  know 
as  percentage  depletion.  If  you  want  me  to  tell  you  the  history  of 
that  tax  proposal,  and  to  debate  its  justice  or  its  soundness  with  any 
representative  of  the  industry,  and  you  will  give  me  a  day  or  two  for 
that  purpose,  I  shall  be  delighted  with  the  opportunity.  1  say  to  you 
that  that  subsidy — practically  all  of  which  goes  to  the  major  oil  com- 
panies— cannot  be  defended  on  any  ground,  in  my  humble  opinion. 
And  that  provision  of  law  is  costing  the  Government  more  than  a 
quarter  of  a  billion  dollars  each  year,  and  other  subsidies  it  has 
spawned  for  other  natural-resource  industries  are  costing  another 
quarter  of  a  billion  dollars.  Will  you  compare  that  subsidy  of  half  a 
billion  dollars  with  the  few  million  dollars  which  may  be  taxed 
against  cooperatives  and  then  ask  what  justification  there  is  for  an 
attack  on  cooperatives. 

I  have  not  had  time  to  look  up  the  story — but  some  of  my  friends 
tell  me  there  is  a  story  in  the  Fortune  magazine  for  January  in  which 
one  of  Mr.  Hardey's  associates  here  leveals  how  his  company  pays  no 
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taxes.    If  I  had  that  story  here,  I'd  ask  to  put  it  into  this  record, 
because  it  is  about  time  that  we  should  begin  to  put  the  story  of  taxes 
and  tax  evasion  before  the  public  and  expose  the  hands  of  those  who 
come  here  to  smear  cooperatives. 
(Appendix  A  folloAYs:  ) 

Appendix  A 

REGIONAL   COOPERATIVES    AFFILIATED   WITH    THE   COOPERATIVE   LEAGUE,    NATIONAL 
COOPEBATIVES.  AND^fHB  OOOPERATIVE  FINANCE  ASSOCIATION  OF  AMERICA 

Alberta    Coopei-ativo    Whnlesalp,    107    Revillnii    Building,    Edmonton,    Alberta, 

Canada. 
American  Farmers  Mutual  Auto  Insurance  Co.,  St.  Paul,  Minn. 
Associated  Cooperatives,  815  Lydia  Street,  Oakland,  Calif. 
Central  Cooperative  Wholesale,  Superior,  Wis. 

Consumers  Cooperative  Association,  318  East  lOth  Street,  Kansas  City  6,  Mo. 
Consumers  Cooperative  Associated,  Box  1150,  Amarillo,  Tex. 
CUNA  Supply  Cooperative,  Madison,  Wis. 
Eastern  Cooperative  League  and  Eastern  Cooperative  Wholesale,  44  West  One 

Hundred  and  Forty-third  Street,  New  York  30,  N.  Y. 
Farm  Bureau  Cooperative  Association,  246  North  High  Street,  Columbus  16,  Ohio. 
Farm  Bureau  Mutual  Auto  Insurance  Co.,  246  North  High  Street,  Columbus  16, 

Ohio. 
Farm  Bureau  Services,  221  North  Cedar  Street,  Lansing,  Mich. 
Farmers  Cooperative  Exchange,  Raleigh,  N.  C. 
Farmers  Union  Central  Exchange,  P.  O.  Box  G,  St.  Paul,  Minn. 
Farmers  Union  State  Exchange,  Thirty-ninth  and  Leavenworth  Streets,  Omaha, 

Nebr. 
Indiana  Farm  Bureau  Co-op  Association,  47  South  Pennsylvania  Street,  Indian- 
apolis 9,  Ind. 
Industrial  Arts  Cooperative  Service,  519  West  One  Hundred  and  Twenty-first 

Street,  New  York  27,  N.  Y. 
Manitoba  Cooperative  Wholesale,  280  Princess  Street,  Winnipeg,  Manitoba. 
Midland  Cooperative  Wholesale,  739  Johnson  Street  NE,  Minneapolis  13,  Minn. 
Pacific  Coast  Student  Co-op  League,  Berkeley,  Calif. 
Pacific  Supply  Cooperative,  P.  O.  Box  1004,  Walla  Walla,  Wash. 
Peuna  Farm  Bureau  Cooperative  Association.  3607  S.  Derry  Street,  Harrisburg, 

Pa. 
Saskatchewan  Federated  Cooperative,  Saskatoon,  Saskatchewan,  Canada. 
United  Farmers  Cooperative  Co.,  Duke  and  George  Streets,  Toronto  2,  Ontario, 

Canada. 
Utah  Cooperative  Association,  526  West  Eighth  South,  Salt  Lake  City  4,  Utah. 

Mr.  Fraser.  I  also  would  like  to  introduce  in  the  record  a  study  on 
the  subject  of  "Cooperatives  and  the  Petroleum  Industry,"  which  Mr. 
Majewski  left  with  me  when  he  had  to  leave  town  last  week  to  attend 
a  lengthy  meeting  in  Fort  Worth,  Tex. 

The  Chaiemax.  Are  copies  of  that  available  to  the  co-ops? 

Mr.  Fraser.  No.  Nobody  has  seen  this,  so  far  as  I  know.  He  just 
left  it  here  to  be  submitted  as  a  statement. 

The  Cn^iiRMAisr.  All  right,  it  may  be  received. 

(The  statement  submitted  for  Mr.  Majewski  is  as  follows:) 

Cooperatives  and  the  Petroleum  Industry 

purpose  op  this  pamphlet 

The  facts  presented  in  this  survey  are  intended  to  explain  the  legitimate  inter- 
est of  the  American  petroleum  industry  in  the  cooperative  movement,  and  to 
refute  irresponsible  charges  that  the  industry  is  hostile  to  cooperatives  as  such,  or 
is  misrepresenting  their  place  and  function  in  the  American  economy. 
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First,  then,  for  the  record,  so  it  cannot  possibly  be  misunderstood :  The  petro- 
leum has  no  quarrel  with  coopei'atives  themselves  and  is  not  seeking  to  advantage 
itself  at  the  expense  of  the  cooperatives  or  any  other  consuming  group.  Under 
our  system  of  free  American  enterprise,  cooperatives  have  just  as  much  legal 
and  moral  right  to  exist  and  to  prosper  as  has  any  other  form  of  proper  enter- 
prise. This  statement  which  needs  not  be  repeated  is  implicit  in  everything 
that  follows  in  this  study. 

In  fact,  equality  of  opportunity  under  the  law  is  presupposed  and  championed 
by  the  petroleum  industry  for  all  'forms  of  American  business.  This  survey 
assembles  the  facts  on  which  to  answer  these  questions:  (1)  Is  there  now  a 
true  equality  of  opportunity  between  cooperatives  and  private  enterprise  in  the 
petroleum  industry?  (2)  If  not,  what  are  the  discnminations  and  what  are 
their  consequences?    (3)  If  such  discriminations  exist  what  is  the  remedy? 

I.    HISTOEIClAL  INTRODUCTION 

The  general  growth  of  the  cooperative  movement 

While  this  booklet  is  concerned  solely  with  the  question  of  cooperatives  in  the 
petroleum  industry,  as  a  contextual  aid,  a  brief  glance  may  be  taken  at  the  world 
growth  of  the  general  cooperative  movement. 

Cooperativism  as  a  form  of  business  endeavor  has  been  known  over  the  cen- 
turies, but  its  historical  beginning  as  an  economic  movement  may  be  dated  from 
the  establishment  in  1844  of  the  Equitable  Society  of  Rochdale  Pioneers.  The 
pioneers  were  a  poverty-ridden  group  of  28  weavers  in  the  textile  town  of  Rochdale, 
England,  who  pooled  their  scanty  savings  and  opened  their  famous  cooperative 
store  in  Toad  Lane. 

The  weavers  and  their  cause  thrived.  The  cooperative  movement  in  its  first 
hundred  years  shows  the  greatest  growth  of  any  membership  rnovement  in  history. 
At  the  outbreak  of  the  present  war  cooperatives  included  100,000,000  member 
families  (perhaps  400,000,000  persons  in  39  countries).  In  addition  there  are 
believed  to  be  another  240,000,000  persons  in  other  noninternationally  federated 
cooperative  groups.  Even  allowing  for  duplication  and  exaggeration,  the  cooper- 
ative movement  has  enrolled  in  its  ranks,  closely  or  loosely,  about  one-fourth 
of  the  population  of  the  world. 

The  membership  of  cooperatives  in  the  United  States  is  not  on  record  accurately 
and  officially ;  but  figures  compiled  from  the  Cooperative  Research  and  Service 
Division  of  the  Farm  Credit  Administration  show  a  total  of  more  than  15,000,000 
for  the  year  1942-43.  F'arm  marketing  and  purchasing  cooperatives,  by  latest 
tally,  have  4.390,000  members,  and  their  business  volume,  according  to  Govern- 
ment statistics,  reached  $5,160,000,000  in  1944,  an  increase  of  $1,380,000,000  over 
the  1942-1943  level.  And  city  consumer  cooperatives  are  credited  with  another 
$2,000,000,000  business. 

Clearly,  cooperative  enterprise  has  attained  the  stature  of  "big  business,"  and 
it  is  especially  significant  to  note  that  the  greater  part  of  this  expansion  has 
taken  place  in  the  last  25  years.  Cooperatives  now  are  growing  10  times  faster 
than  private  business,  with  a  mortality  rate  80  percent  lower.  This  growth  of 
cooperatives  in  the  United  States  is,  as  we  shall  see,  integrally  related,  histor- 
ically and  ideologically,  with  their  world  development. 

Growth  of  cooperatives  in  petroleum 

The  rate  of  growth  of  the  cooperative  movement  in  the  petroleum  industry 
has  been  even  greater  than  its  over-all  rate  of  growth.  The  first  retail  petroleum 
cooperative— a  single  service  station — was  organized  at  Cottonwood,  Minn.,  in 
1921.  Midland,  first  cooperative  wholesale,  formed  primarily  for  the  distribution 
of  petroleum  products,  was  set  up  in  Minneapolis  in  1926,  and  in  1938  the  cooi)era- 
tives  entered  refining  with  the  purchase  by  the  Pacific  Supply  Cooperative  of  a 
one-third  interest  in  the  Husky  Refinery,  Inc.,  at  Cody,  Wyo. 

At  present  there  are  2,327  local  cooperatives  supplying  at  least  20  percent  of  the 
oil  and  gasoline  requirements  of  American  farms  (1)^  Tliere  are  about  2,000 
cooperative  service  stations,  11  cooperative  petroleum  i*efineries  valued  at  more 
than  $14,000,000,  while  cooperatives  operate  terminals,  barge  systems  and  blend- 
ing plants.  One  group  of  cooperatives  owns  600  oil  wells  and  1,200  miles  of 
pipe  line. 

Petroleum  sales  by  cooperatives  in  1942  included  655,000,000  gallons  of  re- 
fined products,  10,792,000  gallons  of  lubricating  oils,  and  12,929,000  pounds  of 

1  Figures  in  parentheses  are  documentary  references  to  bibliography,  infra,  p.  517. 
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urease  (2).  Nation-wide  cooperative  distribution  of  petroleum  is  now  about  2 
percent  of  total  United  States  consumption,  and  the  value  of  cooperative  petro- 
leum trade  has  passed  $250,000,000  annually  (3).  Here  again  the  rate  of  growth 
is  noteworthy.  Petroleum  distribution  by  the  cooperatives  increased  150  percent 
during  the  5  years  1936  to  1941,  and  has  increased  another  20  percent  in  the 
last  2  years. 

In  fact,  the  cooperatives  are  now  the  largest  single  independent  petroleum 
operator  in  the  country,  and  the  American  cooperative  movement  has  its  second 
greatest  strength  in  the  petroleum  industry. 

This  rapid  expansion  has  been  characterized  by  a  trend  toward  integration  and 
a  growing  emphasis  on  refining  operations. 

A  few  case  histories  afford  the  best  illustration  of  cooperative  growth  in 
petroleum : 

Consumers  Cooperative  Association  of  North  Kansas  City,  Mo.,  now  leads  all 
other  cooperative  wholesales  in  the  amount  of  petroleum  sold.  This  organiza- 
tion began  operations  in  1929  with  $3,000  capital,  and  reported  for  1944  assets 
of  $11,658,234,  a  gain  of  170  percent  over  1943.  CCA's  sales,  which  in  1929 
amounted  to  $309,000,  have  now  topped  $16,000,000  yearly,  of  which  more  than 
$12,000,000  is  in  petroleum. 

Next  comes  the  Illinois  Farm  Supply  Co.,  only  last  year  displaced  from  first 
position  by  CCA.  The  total  value  of  petroleum  products  (including  the  small 
undifferentiated  category  of  automobile  accessories)  sold  by  Illinois  Farm  Supply 
in  1942  was  $9,750,317.  Petroleum  sales  by  the  cooperatives  in  Illinois  exceed  that 
of  any  other  item,  and  a  survey  by  the  Chicago  Journal  of  Commerce  reveals 
that  gallonage  of  the  Illinois  Farm  Supply  and  its  member  units  increased  19 
percent  from  1941  to  1944,  while  the  gallonage  of  major  oil  companies  declined 
23  percent,  and  that  of  the  state  as  a  whole  declined  29  percent. 

The  Grange  League  Federation  Exchange  of  Ithaca,  N.  Y.,  largest  of  all  coop- 
eratives in  the  United  States,  did  a  business  for  the  year  ending  June  30,  1944, 
of  $245,000,000,  of  which  a  substantial  amount  was  in  petroleum. 

And  so  the  list  could  be  extended.  The  oil  sales  of  17  big  cooperative  whole- 
sales in  1943  was  $59,701,811. 

In  refining  the  same  rapid  expansion  is  noted.  National  Cooperative  Refinery 
Association  in  1940  constructed  a  3,400-barrel  plant  at  a  cost  of  $564,000  in 
Phillipsburg,  Kans.  This  refinery  paid  for  itself  in  33  months  as  against  an 
estimated  15  years  needed  for  private  business  to  pay  for  a  similar  plant  out 
of  profits  (9).  National  Cooperative  Refinery,  which  was  created  in  1939  by 
CCA  and  other  cooperatives,  in  1943  purchased  the  Globe  Oil  &  Refining  Co.'s 
17,500-barrel  plant  at  McPherson,  Kans.,  for  $5,000,000,  and  that  same  year 
bought  the  13,500-barrel  plant  of  the  National  Refining  Co.  at  Coffeyville,  Kans., 
for  $4,000,000.  In  the  deal  were  269  producing  wells,  869  miles  of  pipe  line  and 
more  than  80,000  acres  of  land  and  leases  in  five  States.  Net  earnings  of  NCRA 
for  1944  were  $1,274,373. 

Cooperatives  have  acquired  other  refining  installations  in  Oklahoma,  Indiana, 
Montana,  Nebraska,  and  elsewhere.  Until  1943  there  were  only  three  coop- 
eratively owned  refineries  in  the  country  with  a  combined  capacity  of  9,650  barrels 
a  day ;  by  early  1944  cooperatives  owned  10  refineries. 

This  rapid  refining  expansion  brings  up  an  interesting  problem.  The  present 
cracking  and  skimming  capacity  of  all  cooperative  refineries  is  about  70,000 
barrels  a  day,  on  industry  estimates.  This  is  an  annual  throughput  of  25,000,000 
barrels  at  capacity.  Perhaps  no  more  than  70  percent  of  this  is  consumed  in 
the  territory  served  by  the  cooperatives.  This  would  mean  a  yearly  excess  of 
5,000,000  barrels  even  if  cooperatives  supplied  the  full  requirements  of  their 
areas.  By  law,  cooperatives  in  order  to  qualify  for  certain  tax  exemptions  must 
do  50  percent  of  their  business  with  members  and  85  percent  with  farmers. 
If  cooperative  refinery  capacity  is  already  extended — -and  industry  authorities 
generally  believe  this  to  be  the  case — the  question  arises  as  to  the  future  legal 
position  of  cooperatives  operating  under  farm  charter.  When  war  demands  for 
petroleum  are  relaxed  and  normal  competitive  conditions  reestablished,  coop- 
erative excess  refinery  capacity  may  prove  to  be  a  real  problem.  The  need  to 
take  up  such  excess  is  believed  by  many  to  be  the  reason  for  the  cooperatives' 
projected  international  oil  program. 

The  proposed  petroleum  International  cooperative 

The  transactions  cited  above  are  merely  highlights  in  the  recent  cooperative 
expansion  throughout  the  petroleum  industry.  Postwar  plans  are  even  more 
startling.     Howard  Cowden,  president  and  general  manager  of  CCA,  first  pro- 
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posed  in  1937  the  establishment  of  an  international  cooperati%-e  petmleum 
society.  In  his  words.  "Its  function  would  have  been  to  produce  crude  oil,  refine 
it  and  deliver  the  refined  products  overseas  in  tankers  for  distribution  through 
retail  cooperatives." 

Mr.  Cowden  adds:  "In  the  meantime  petroleum  refining  has  gone  beyond  the 
regional  stage  to  the  national  level.  In  July  1943,  five  regional  cooperative  whole- 
sales organized  the  National  Cooi)erative  Refinei-y  Association  to  purchase  and 
operate  a  refinery  at  McPherson,  Kans..  and  a  229-mile  refined  products  line. 
The  plant  at  capacity  can  produce  175,000.000  gallons  of  refined  fuels  annually. 
NCRA  was  the  first  national  federation  of  its  kind  in  the  world.  It  is  significant 
to  me  because  it  undoubtedly  foreshadows  an  international  development  in  all 
phases  of  the  j^etroleiun  industry  as  a  logical  next  step"  (10). 

In  1944  Mr.  Cowden  proposed  an  international  cooperative  refinerv  using  from 
10,000  to  15.000  barrels  of  crude  oil  daily  cost  of  which  he  put  at  $12,160,300  "for 
oil  wells,  pipe  lines  and  the  refining  facilities  themselves."  He  suggested  that 
$8,269,980  come  from  cooperatives  (20  percent  from  United  States  groups).  Gov- 
ernment aid  was  suggested  for  this  enterprise  through  the  Reconstruction  Finance 
Corporation's  Petroleum  Reserves  Cori)oration  (6). 

On  June  27,  194.3,  the  Cooperative  League  of  the  United  States  of  America 
announced  that  it  had  chosen  Mr.  Cowden,  together  with  another  cooperative 
leader,  Murray  Lincoln,  as  delegate  to  the  meeting  of  the  International  Coopera- 
tive Alliance  in  London  in  September  1945.  At  that  time  plans  are  to  be  per- 
fected for  the  international  petroleum  program  to  be  carried  on  by  the  Inter- 
national Cooperative  Trading  and  Manufacturing  Association.  Presumably 
cargo  ships  and  tankers  are  expected  from  the  Maritime  Commission's  postwar 
surplus  (7). 

This  current  rapid  growth  of  the  cooi)erative  movement  and  its  declared  plans 
for  the  future  justify  what  the  oi>ening  sentence  of  this  study  terms  the  legiti- 
mate interest  of  the  petroleum  industry  in  cooperatives.  And  the  whole  problem 
is  underscored  by  the  statement  of  James  P.  Warbasse,  president  emeritus 
of  the  Cooperative  League,  at  the  1941  annual  meeting  of  CXTA : 

"The  oil  business  in  the  United  States  is  destined  to  be  taken  over  by  the 
Government,  or  it  is  destined  to  be  run  by  the  oooi)eratives.  *  *  *  You  are 
the  people  who  are  taking  the  only  steps  that  make  it  possible  to  put  the  petroleum 
business  in  the  private  possession  of  the  people    *     *     *."  (8). 

However,  even  after  this  review  there  is  no  reason  as  yet  to  attribute  unfair 
advantage  to  the  cooperative  position.  Equal  opportunity  for  growth  and  pros- 
perity is  the  birthright  of  our  American  way  of  life. 

We  now  turn  to  the  further  and  central  question :  Has  this  cooperative  ex- 
pansion in  i)etro]eum  taken  place  in  accordance  with  the  principle  of  equal  com- 
petitive opportunity  between  cooperatives  and  private  enterprise? 

n,  WHAT  ABE   COOPEEATIVES  7 

We  have  been  using  the  term  "cooperative"  as  though  it  were  pei-fectly  precise. 
Actually,  it  needs  analysis.  The  original  Rochdale  Society  a  century  ago  sought 
to  improve  its  social  and  economic  status  through  the  collective  purchase  of  the 
living  requirements  of  its  members  at  fair  prices  and  through  direct  personal 
association  in  a  common  work.  Today  cooperatives  in  at  least  one  characteristic 
respect  have  lost  this  personal,  face-to-face  feature  and  have  taken  on  the 
semblance  of  the  typical,  impersonal  "big  business"  institution.  We  shall  inquire 
later  into  the  meaning  of  this  transformation. 

Cooperative  literature  has  usually  classified  cooperative  associations  into  the 
four  classes:  (1)  Purchasing,  (2)  marketing,  (3)  production,  (4)  credit.  No 
such  division,  however,  offers  a  clear-cut  category  of  structure  and  function. 
There  is  a  steady  process  of  the  blurring  of  distinctions  between  these  activities, 
overlapping  of  duties  and  purposes,  and  integrated  mergers  among  the  asso- 
ciations. For  instance,  wholesale  cooperative  societies  set  up  by  various  con- 
sumer cooperatives  have  become  the  key  in  the  cooperative  distribution  system. 
Also  marketing  and  purchasing  functions  have  become  united  in  all  the  large 
cooperatives,  while  production  cooperatives  have  become  the  arm  of  wholesale 
societies. 

A  more  categorical  classification  would  be  (1)  consumer -producer  cooperative, 
(2)  marketing-purchasing  cooperative.  But  here,  too,  a  strict  functional  dis- 
tinction is  not  achieved.  Producer  cooperatives  also  market  the  goods  they 
make.  For  the  purposes  of  this  study  the  classification  (1)  farm  cooperative,  (2) 
nonfarm  cooperative  will  receive  much  attention.     Still  anotlier  currently  re- 
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alistic  classification  is  on  the  basis  of  size  and  complexity  of  the  cooperative 
organization — local,  wholesale,  regional,  super,  and  international. 

One  authority  of  the  Cooperative  Research  and  Service  Division  of  the  Farm 
Credit  Administration  says :  "Generally  speaking,  the  question  whether  an  or- 
ganization is  a  cooperative  arises  with  respect  to  a  particular  statute  or  statutes. 
From  a  Federal  standpoint,  there  is  no  all-inclusive  statutory  definition  of  an 
agricultural  cooperative"  (10).  Perhaps  the  minimal  definition'al  characteristics 
of  a  coopei-ative  are  thest^ :  (1)  it  is  a  business  operation,  (2)  owned  by  its 
patrons.    (3)   vdiich  distributes  its  earnings  back  to  its  customers. 

Wliile  tlie  definition  of  a  cooperative  is  only  approximate  under  the  law,  one 
feature  is  clear  and  definite — cooperatives  ai'e  intended  und^'r  tlie  law  to  be 
capitalist  business  organizations. 

"Agricultural  cooperation  is  a  method  of  doing  business.  *  *  *  jt  should  be 
kept  in  mind  that  a  cooperative  association  is  a  capitalistic  institution.  *  *  * 
Associations  are  formed  for  the  same  reason  as  other  business  enterprises."  (10) 

This  conc<^pt  is  highly  important  in  the  analysis  whicli  follows:  the  coopern- 
tive  is  not  to  be  regarded  as  an  institution  fundamentally  different  from  {;ny 
other  type  of  business  concern  in  the  American  economic  system,  and  under  our 
national  laws.  As  expressed  in  one  court  decision :  "The  character  of  a  corpora- 
tion is  determined  by  its  functions  and  how  they  are  performed.  And  a  corpora- 
tion may  be  entirely  cooperative,  altliough  incoi'porated  under  a  business  corpora- 
tion statute"  (10). 

III.  PEE3FEIRENTIAL  TREATMENT   GIVEN   COOPERATIVES 

A  history  of  favoritism 

Despite  this  legally  gi-ounded  principle  that  a  cooperatiA-e  i«;  no  different  from 
any  other  type  of  corporation,  cooperatives  have  come  to  enjoy  certain  favored 
positions  under  the  law.  A  brief  chronological  sketch  of  this  preferential  treat- 
ment follows : 

1913 — With  the  enactment  of  the  Federal  income-tax  law,  Congress  provided 
that  the  act  should  not  apply  to  agricultural  and  horticultural  associations  and 
certain  other  organizations  which  were  considered  to  be  nonprofit.  Although 
its  own  corporate  income-tax  rate  was  then  1  percent,  private  enterprise  made 
no  protest  to  this  cooperative  exemption. 

1916 — Specific  provision  was  written  into  the  Revenue  Act  that  year  that 
"farmers,'  fruit  growers'  and  like  associations,  organized  and  operated  on  a 
cooperative  basis  and  acting  as  a  selling  agent  for  members,"  should  be  exempt 
from  Federal  income  tax.  The  regular  corporation  tax  rate  was  doubled  to  2 
percent.    Private  enterprise  made  no  protest. 

1921 — The  legal  tax  exemption  applying  to  "farmers,  fruit  growers  and  like 
associations"  was  widened  to  inchide  purchasing  as  well  as  marketing  activities. 
The  corporation  tax  was  fixed  at  10  percent,  and  an  additional  excess  profit  tax 
was  imposed.     Private  enterprise  made  no  protest. 

1922 — Tlie  Capper-Volstead  Act  legalized  the  cooperative  system  of  business 
and  declared  that  a  cooperative  composed  of  farmers,  fruit  growers,  or  such 
should  not  be  considered  a  monopoly  regardless  of  what  it  might  do  unless  pro- 
nounced a  monopoly  by  the  Secretary  of  Agriculture.  Thus  cooperatives  were 
extended  safety  from  prosecution  under  the  antitrust  laws. 

1926 — Congress  legalized  in  the  Revenue  Act  of  1926  many  %ore  preferences 
and  advantages  which  had  been  granted  cooperatives  during  the  preceding  4 
years.  For  the  first  time  corporation  dividends  became  taxable,  introducing  the 
principle  of  double  taxation  of  coi"poration  profits,  and  fixing  the  corporation  tax 
rate  at  12  percent.  Private  enterprise  made  no  protest  concerning  special  priv- 
ileges extended  coopei-atives. 

1933 — The  Farm  Credit  Act  created  the  Bank  for  Cooperatives  to  lend  money 
(o  rooperatives  on  specially  favored  terms,  1%  to  4  percent.  From  the  time  of 
their  organization  to  December  31,  1942.  these  banks  had  advanced  to  farmer 
^cooperatives  more  than  a  billion  dollars,  and  such  aid  was  responsible  for  the 
launching  of  many  new  cooperatives  that  would  have  been  poor  financial  risks 
for  private  capital. 

1933 — The  Securities  Act  of  1933  relieved  farm  cooperatives  of  the  necessity 
of  obtaining  SEC  approval  to  the  sale  of  their  securities. 

1935 — The  Agricultural  Adjustment  Act  provided  that  "recognition  and  encour- 
agement" be  given  cooperatives  in  dealing  with  Government.  This  was  generally 
interpreted  to  mean  "preference"  to  cooperatives  in  the  purchase  of  surplus  war 
goods  and  in  the  sale  of  commodities  to  the  Government. 
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1936 — The  Robinson-Patman  Act  exempted  cooperatives  from  the  restrictions 
and  prohibitions  against  rebates  and  discounts  in  making  purchases,  although 
such  restrictions  apply  to  other  corporations. 

'  1938 — The  AAA  acts  authorized  the  Secretary  of  Agriculture  to  help  coopera- 
tives obtain  lower  transportation  rates. 

1944 — OPA  regulations  permitted  cooperatives  to  break  through  price  ceilings. 
For  instance,  cooperatives  can  pay  more  for  milk  and  other  farm  products  than 
private  corporations  are  allowed  to  pay. 

In  addition  to  these  special  privileges,  cooperatives  have  come  to  enjoy  much 
else  in  the  way  of  preferential  status  under  the  law.  The  Miller-Tydings  Act, 
as  example,  permits  under  certain  circumstances  the  fixing  of  minimum  resale 
prices  for  branded  merchandise.  Cooperatives  are  permitted  to  avoid  this  act 
through  the  medium  of  the  payment  of  patronage  dividends.  Also,  the  Rural 
Electrification,  Federal  Land  Bank,  and  various  other  Federal  laws  grant  special 
favors  to  cooperatives. 

Many  States  permit  cooperatives  to  avoid  their  fair  trade  laws  and  require 
cooperatives  to  pay  only  minimum  taxes.  Both  Federal  and  State  agencies  have 
provided  cooperatives  with  many  management  services,  such  as  organizational, 
accounting  and  research.  In  fact.  Congress  has  created  the  Cooperative  Research 
and  Service  Division  of  the  Farm  Credit  Administration  "to  work  with  and 
strengthen  the  cooperative  movement,  to  act  as  a  clearing  house  from  which 
groups  of  farmers  and  others  may  obtain  information,  and  to  conduct  scientific 
studies  of  co-op  problems  of  all  kinds  in  order  to  further  cooperative  eflficiency" 

(11). 

By  early  in  1940  the  Cooperative  Research  and  Service  Division  had  40  re- 
search projects  in  progress,  including  those  relating  to  problems  in  competition, 
advertising,  cost  and  price  policies,  and  sales  methods. 

Now  this  is  a  very  significant  list  of  favoritisms  extended  cooperatives  and 
such  special  privileges  are  difficult  to  reconcile  with  either  the  legal  theory  of 
cooperative  enterprise  itself,  or  with  tlie  American  standard  of  fair  play  and 
the  same  competitive  rules  for  all.  However,  the  real  crux  of  the  issue  lies 
in  the  question  of  tax  exemption.  High  wartime  taxes  have  brought  the  matter 
to  a  focus,  coupled  with  the  coincident  growth  of  the  tax-free  competitors  of 
private  enterprise.  We  have  already  noted  that  the  period  of  cooperative  favori- 
tism coincides  with  the  period  of  their  most  rapid  expansion.  In  1921  corporate 
income  taxes  were  only  10  percent ;  today  they  average  in  excess  of  65  percent. 
In  1940  an  excess-profit  tax  of  50  percent  was  added  to  a  tax  base  increased  more 
than  20  percent  itself.  The  present  rate  of  a  40-percent  base  and  95-percent 
rate  on  excess  profits  points  up  cogently  the  problem  of  tax-free  competition 
for  any  American  industry  or  business.  We  shall  now  examine  it  in  some 
detail. 

IV.  THE  MEANING  OF  TAX-EXEMPTION  FOR  COOPERATIVES 

On  the  basis  of  the  amount  and  kind  of  taxes  paid,  we  may  now  introduce  the 
following  new  classification  of  cooperative  associations : 

1.  Wholly  exempt  farmers'  marketing  cooperatives  and  farmers'  purchasing 
cooperatives,  as  specifically  named  in  paragraph  12,  section  101,  of  the  Internal 
Revenue  Code. 

2.  Non-tax-exempt  farmers'  marketing  cooperatives  and  nonexempt  farmers' 
purchasing  cooplratives  which  have  chosen  not  to  qualify  for  complete  Federal 
income-tax  exemption,  but  pay  tax  on  such  part  of  their  earnings  as  is  not 
returned  to  members  or  nonmembers  in  the  form  of  patronage  dividends. 

3.  City  consumer-purchasing  cooperatives  which  escape  payment  of  any  but 
the  smallest  amounts  of  Federal  income  tax  by  distributing  their  earnings  in 
patronage  dividends. 

4.  Service  cooperatives,  operating  telephone  systems,  electric  networks,  fun- 
eral parlors,  hospitals,  etc.,  Vi'hich  come  under  the  same  tax  regulations  as  city 
consumer  cooperatives. 

5.  City  producer  cooperatives ;  important  in  Europe  but  not  in  the  United 
States.  These,  too,  escape  taxation  by  distributing  earnings  as  patronage 
dividends. 

Notice  tliroughout  the  words  "patronage  dividends."  This  is  the  central  issue 
and  will  be  discussed  shortly.  One  other  thing  the  preferential  status  given 
cooperatives  in  the  past,  clearly  was  done  on  the  theory  that  the  farmers  needed 
a  subsidy  to  exist. 

At  no  time,  obviously,  was  there  any  intent  on  the  part  of  Congress  to  create 
a  competitive  position  ruinous  to  private  enterprise  or  to  set  up  an  escape  mechan- 
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ism  from  taxes  for  any  group  operating  oil  wells,  refineries,  pipe  lines,  or  such 
enterprises. 

The  following  comparison  table  contrasts  the  tax  position  of  farm  and  nonfarm 
cooperatives : 


EXEMPT 

{Farm  Cooperatives) 

1.  Patronage  dividends  untaxed. 

2.  Refunds  held  as  equity  and  credited 

on  books  to  member  accounts  un- 
taxed. 

3.  No  tax  on  capital  stock  issues. 

4.  Dividends  on  capital  stock  untaxed. 


NONEXEMPT 

{'Nonfarm  Cooperatives) 

1.  Patronage  dividends   untaxed. 

2.  Untaxed  if  evidence  of  indebtedness 

are  given. 


5.  No  stamp  taxes. 


Advantages     under 
and  Security  Act. 

Increases  to  surplus  or  general  re- 
serve untaxed. 

Loans  available  from  Federal  agen- 
cies at  favorable  interest  rates. 


3.  Subject  to  capital  stock  tax. 

4.  Subject  to  income  tax. 

5.  Capital   stock   issues,   transfers,   de- 
bentures subject  to  stamp  tax. 

Unemployment   6.  Subject  to  these  taxes. 


7.  Subject  to  taxes. 

8.  No  Federal  loan  advantages. 


The  following  table  shows  how  this  tax  structure  works  out  for  private  busi- 
ness compared  with  cooperative  enterprise : 

Comparison  of  taxes  paid  by  business  institutions  with  special  types  of  coopera- 
tives {including  taxes  paid  by  recipients  of  profit  distributions) 


Business  institutions 

Cooperative  corporations 

Individ- 
ual pro- 
prietor- 
ship 

Partner- 
ship (2 
individ- 
uals) 

Business 
corpora- 
tion 

Exempt 
farmers 

Non- 
exempt 
farmers 

Consum- 
er (city) 

•< 

Total  profits  before  taxes 

$100,000 
1  None 

$100,000 
1  None 

$100, 000 
2  65,000 

$100, 000 
None 

$100, 000 
3  2,  500 

$100  000 

Federal  income  and  excess-profits  taxes.-. 

3  2,  500 

100, 000 
None 

100,000 
None 

35, 000 
<  18, 900 

100, 000 
5  28, 000 

97,  .TOO 
'  None 

97, 500 
*None 

Surplus  reserves. 

Dividends  to  owners  or  patrons 

Taxes  paid  by  recipients  of  profit  dis- 
tributions  

100, 000 
8  70, 320 

100,000 
»  56,  640 

16, 100 
10  3, 381 

^  72, 000 
10 15, 120 

'  97, 500 
10  20, 475 

7  97, 500 
11  None 

Net  profit  to  individual  owners  or 
patrons 

29,  680 

43, 360 

12,  719 

56,880 

77, 025 

97, 500 

Total  profits  remaining  after  taxes 

(includiag  surplus  reserves) 

Total  tax 

29, 680 
70, 320 

43, 360 
56,  640 

31,619 

68, 381 

84, 880 
15, 120 

77,025 
22, 975 

97, 500 
2,500 

I  In  the  case  of  individual  proprietorships  and  partnerships,  Federal  income  tax  is  levied  on  the  income 
of  the  individual  recipient.    Profits  are  taxed  in  their  entirety  regardless  of  retention  in  the  business. 

-  Based  on  average  tax  paid  in  1944  by  business  corporations — 65  percent  of  profits. 

3  Based  on  $10,000  paid  as  dividends  on  capital  stock  (corporate  tax  estimated  at  25  percent). 

<  In  1944  business  corporations  set  aside  approximately  54  percent  of  profits  after  taxes  in  reserves  for  post- 
war expansion. 

5  17  large  regional  associations  set  aside  28  percent  of  profits  in  direct  reserves. 

«  Nonexempt  cooperatives  create  reserves  by  payment  of  noncash  patronage  dividends. 

'  Includes  both  dividends  on  stock  and  patronage  refunds  in  cash,  stock,  equity  certificates,  and  book 
allocations. 

*  Based  on  total  income,  assuming  individual  has  income  from  other  sources  of  $3,000  (married;  no  de- 
pendents) . 

»  Based  on  distributions  to  2  partners,  assuming  each  partner  has  income  from  other  somces  of  $3,000 
(married;  no  dependents). 

10  Based  on  $100  dividend  distribution  to  each  individual  member  having  income  from  other  sources  of 
$3,000  (married;  no  dependents).  Few  farmers  report  patronage  dividends  for  income-tax  purposes.  This 
represents  theoretical  amount  paid.  In  the  case  of  1  cooperative  paying  $205,000  in  patronage  dividends 
a  study  revealed  that  only  $5,000  bad  been  reported  for  tax  purposes. 

II  Patronage  dividends  received  by  members  of  consumers'  cooperatives  are  not  taxable  to  the  recipient 
unless  goods  purchased  are  used  to  create  income. 

Table  prepared  by  the  National  Tax  Equality  Association. 
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Concerning  the  tax  discrepancy  between  cooperative  and  private  enterprise, 
ttie  following  is  the  opinion  of  one  authority :    , 

"The  recent  very  rapid  growth  of  cooperatives  in  the  petroleum  industry  has 
chiefly  been  the  result  of  (1)  exemption  from  the  payment  of  war-high  Federal 
income  and  excess-profits  taxes;  (2)  the  cooperative  policy  of  paying  patronage 
dividends  to  members  in  shares  of  stock  instead  of  in  cash,  thus  making  possible 
(3)  the  pyramiding  of  cooperative  capital  structures  at  a  rate  impossible  to 
private  enterprise  ;  (4)  the  legal  ability  of  cooperatives  to  raise  additional  capital 
by  the  sale  of  stock  without  SEC  approval."  (12) 

This  same  authority  reports  that  Federal  tax  revenue  could  be  increased  by 
at  least  $10,000,000  a  year  if  tax-exempt  petroleum  cooperatives  were  taxed  on 
the  same  basis  as  the  tax  paying  companies  with  which  they  are  in  competition. 
He  said:  "Fourteen  major  cooperative  wholesalers,  which  distribute  petroleum 
products  and  in  some  cases  engage  in  production  and  refinery  operations,  made 
the  following  distribution  of  their  combined  net  earnings  in  the  fiscal  year  end- 
ing 1942 : 


1942 


Percent 


'Cash  patronage  dividends - 

Patronage  dividends  in  capital  stock  and  certificates  of  equity. 

Retained  in  reserves - - 

Cash  dividends  on  stock-. 

Total 


$2, 636, 085 

3, 799,  212 

3,485,861 

462,019 


25.4 
36.6 
33.6 

4.4 


10, 383, 177 


100. 0" 


The  tax  subsidy  to  cooperatives  enabled  this  group  to  retain  70.2  percent  of 
tax-free  profits  in  their  capital  structures. 

Cooperatives  have  contended  "that  in  a  matter  of  maybe  15  or  20  years  they 
will  become  the  biggest  single  factor  in  the  oil  business"  (13). 

"These  huge  productive  enterprises  are  being  for  out  of  profits  which  largely 
would  be  absorbed  by  Federal  income  and  excess  profits  taxes  were  they  privately 
owned.  This  means  that  cooperative  ownership  is  subsidized  and  that  cooper- 
ative enterprise  is  indirectly  paid  for  by  all  taxpayers.  This  is  borne  out  by  the 
facts.  Fourteen  major  cooperative  wholesales,  which  distribute  petroleum 
products  or,  in  some  cases,  engage  in  production  and  refinery  operation,  earned 
$10,383,177  during  their  fiscal  years  ending  in  1942.  They  were  able  by  devious 
means  to  retain  $7,285,073  or  70.2  percent  of  the  tax-free  profits  in  their  capital 
structures.  Since  private  enterprise  paid  63.4  percent  of  their  profits  in  Federal 
income  taxes  in  1942,  it  readily  can  be  seen  that  tax-exemption  is  presently  sub- 
sidizing cooperative  expansion."   (14) 

The  Farm  Credit  Administration  reported  that  at  the  end  of  1943,  "17  major 
regional  purchasing  cooperatives  had  a  total  net  worth  of  $37,646,846  *  *  *. 
The  associations  reported  that  $24,865,765,  or  66  percent,  represented  amounts 
which  had  been  retained  out  of  savings,  while  $12,604,624,  or  33.5  percent,  repre- 
sented amounts  accumulated  through  the  sale  of  stock"  (15). 

Sale  of  cooperative  stock 

Cooperatives  have  raised  capital  by  the  sale  of  capital  stock,  some  preferred 
stock  having  been  placed  in  the  open  market.  A  prospectus  by  Consumers  Co- 
operative Association  offers  preferred  shares  at  $25,  to  bear  4-percent  noncurau- 
lative  interest  annu'ally  and  to  mature  in  10  years  or  in  5  years.  The  CCA 
prospectus  quotes  extracts  from  letters  received  by  various  investors,  and  con- 
tains this  significant  paragraph : 

"These  three  letters  are  samples  of  several  thousand  inquiries  and  invest- 
ments already  received.  Two  women  who  have  never  seen  CCA  nor  any  of  its 
staff,  one  of  them  on  the  east  coast,  the  other  on  the  west  coast,  have  made 
repeated  investments  till  now  each  has  $12,0CK)  in  CCA." 

This  raises  a  serious  question.  Such  a  type  of  transaction  is  clearly  far 
removed  from  the  original  theory  of  cooperative  enterprise  as  a  face-to-face, 
personal  business.  Is  there  any  difference  between  this  type  of  financial  enter- 
prise and  that  represented  by  the  most  absentee  ownership  of  private  corpora- 
tions? 

Interestingly,  in  this  connection,  such  cooperative  capitalist  transactions  have 
been  condemned  in  their  own  ranks.     The  Socialist  newspaper,  The  Call,   an 
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ardent  supporter  of  the  cooperatives  and  the  publisher  of  a  weekly  column  back- 
ing the  cooperative  movement,  said  in  its  issue  of  July  30,  1945 : 

"The  Eastern  Cooperative  Wholesale's  board  of  directors  voted  unanimously 
on  June  24  for  the  issuance  of  nonvoting  preferred  stock.  This  makes  an  even 
dozen  cooperative  wholesales  which  are  financing  partially  through  preferred 
stock. 

"The  use  of  preferred  stock  by  cooperatives  is  a  direct  blow  at  the  very  heart 
of  the  cooperative  idea  *  *  *.  Preferred  stock  earns  dividends  pure  and 
simple,  4  percent  (or  whatever  other  percentage  is  decided)  on  the  par  value  of 
the  stock ;  the  more  you  own  the  more  you  receive.  And  you  get  paid  before  the 
common  stockholders,  the  fellows  who  organize  the  co-op  for  their  own  use 
*  *  *.  Then  the  co-op  has  become  a  profit  business.  Even  if  there  is  some- 
thing left  for  refunds,  the  enterprise  is  hardly  different  from  R.  H.  Macy  &  Co.  in 
New  York,  which  annually  distributes  a  1  percent  rebate  on  purchases  to  cus- 
tomers who  hold  deposit  accounts." 

This  is  a  common  practice :  Instead  of  paying  patronage  dividends  in  cash, 
the  cooperative  goes  through  the  motions  of  selling  preferred  stock  or  other 
evidence  of  equity  to  members  and  patrons  and  so  retains  the  cash  as  additional 
capital  or  reserves  for  the  operation  and  expansion  of  the  business.  In  such 
sales  the  member-owner  often  has  no  option.  Nor  can  he,  in  most  instances, 
sell  his  stock  or  participating  certificates,  or  in  any  other  way  realize  whatever 
cash  value  they  may  have,  until  the  management  of  the  cooperative  corporation 
permits  him  to  do  so. 

Total  accumulations  of  this  sort  run  into  many  hundreds  of  millions  of  dollars. 

One  index  of  this  cooperative  expansion  made  possible  by  tax-free  earnings 
is  seen  in  the  business  mortality  rate  figures.  Among  income  tax-paying  busi- 
nesses there  have  been  1,339,000  failures  since  the  beginning  of  the  war.  During 
the  same  period,  approximately  809,000  new  businesses  were  established,  leaving 
a  net  loss  of  530,000  businesses.  This  covers  the  same  period  of  time  that  marks 
the  phenomenal  development  of  cooperatives. 

Huge  Federal  revenue  losses 

Cooperatives  frequently  reply  to  the  facts  of  tax  inequality  with  the  retort, 
"If  you  don't  like  paying  taxes,  pay  out  your  earnings  as  patronage  dividends, 
and  you  won't  have  to  pay  Federal  income  tax." 

But  the  petroleum  industry  believes  in  the  American  system  of  free  enter- 
prise, and  it  believes  that  our  Government  is  worth  supiwrting. 

How  the  cooperative  philosophy  reacts  on  Federal  revenue  can  be  seen  from 
a  few  examples.  Tax  revenues  are  being  depleted  at  a  rapid  rate  by  the  shift 
of  taxpaying  business  to  a  tax-exempt  status.  In  the  last  2  years  petroleum 
refineries,  grain  elevators,  and  coal  mines,  factories,  mills,  and  many  other 
industries  worth  millions  of  dollars  have  been  taken  off  the  Nation's  tax  rolls 
through  acquisition  by  cooperatives  and  through  voluntary  change  from  private 
to  cooperative  status. 

The  Pacific  Supply  Cooperative  in  1943  sold  its  one-third  interest  in  the  Husky 
Refining  Co.  because  (in  the  words  of  the  cooperative)  "the  corporate  income- 
tax  structure  had  reached  the  point  where  it  was  confiscating  most  of  the  earn- 
ings of  the  company."  The  sale  was  made  in  August  1943  for  §270,000  "in  excess 
of  the  actual  money  invested  in  the  company  from  time  to  time  during  the  period 
of  stock  ownership."  The  cooperative,  then,  in  its  annual  report  makes  the 
following  statement : 

"The  question  of  how  this  gain  will  be  handled  by  Pacific  Supply  in  order  to 
prevent'  it  from  becoming  a  problem  from  the  standpoint  of  the  Bureau  of 
Internal  Revenue  naturally  has  arisen  and  in  order  to  determine  the  proper 
course  of  action,  your  president  and  manager  conferred  with  proper  officials  in 
the  Bureau  of  Internal  Revenue  at  Washington.  D.  C,  during  October  of  1943. 
Acting  on  'their  advice,  in  event  we  want  to  be  ruled  tax-exempt  in  connection 
with  this  transaction,  the  entire  gain  from  the  sale  of  the  Husky  Refining  Co. 
stock  over  and  above  the  amount  actually  invested,  is  being  placed  in  a  fund  on 
which  certificates  of  permanent  interest  based  on  patronage  will  be  issued  to 
each  and  every  member  company.  These  certificates  will  not  be  redeemable 
except  in  the  case  of  dissolution  of  Pacific  Supply  Cooperative. 

"By  this  procedure  we  have  been  advised  we  will  qualify  for  exemption,  inso- 
far as  this  particular  transaction  is  concerned,  from  any  violation  of  Bureau  of 
Internal  Revenue  rules  and  regulations.     Only  by  this  procedure  can  we  avoid 
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running  afoul  of  the  Bureau  of  Internal  Revenue  rules  and  regulations.  In 
passing,  it  should  be  reco.onized  that  this  money  is  badly  needed  in  the  business 
in  order  to  adequately  finance  many  facilities  and  factories     *     *     *." 

The  National  Farm  Machinery  Cooperative,  Inc..  bought  the  Ohio  Cultivator  Co., 
of  Bellevue,  Ohio,  in  1943  for  about  $1,000,000.  The  Ohio  Cultivator  Co.,  under 
its  former  ownership,  had  paid  Federal  taxes  of  nearly  $200,000  yearly.  It  now 
has  no  such  liability. 

The  taxes  lost  to  Government  through  these  exemptions  increase  the  tax  bill 
of  all  other  taxpayers.  Even  the  cooperative  leaders  recognize  this  and  many 
believe  that  the  tax  loopholes  should  be  closed.  One  national  survey  revealed 
that  60  out  of  every  100  farmers  said  they  believed  cooperatives  should  pay 
Federal  income  tax  on  all  earnings,  just  like  any  other  business.  Fifty  out  of 
every  one  hundred  active  members  of  cooperatives  concurred  in  this  opinion — 
as  a  matter  of  fair  play  in  business  and  as  support  of  Government  in  paying  for 
the  war. 

Congress,  too,  is  giving  heed  to  the  problem.  The  House  Ways  and  Means 
Committee  wrote  into  the  1943  Revenue  Act  a  provision  requiring  all  tax-exempt 
organizations  to  file  annually  with  the  Treasury  a  statement  of  their  financial 
affairs.  "It  is  the  intent  of  your  committee,"  said  the  report,  "to  make  a  thorough 
study  of  the  information  contained  in  such  returns  with  a  view  to  closing  this 
existing  loophole  and  requiring  the  payment  of  tax  and  the  protection  of  legiti- 
mate companies  against  this  unfair  competition." 

What  are  "patronage  dividends"? 

The  heart  of  the  entire  taxation  problem  as  regarding  cooperatives  is  the 
question  of  p'atronage  dividends.  The  cooperatives  argue  that  patronage  divi- 
dends are  not  profits,  or  earnings,  but  simply  "savings,"  refunds  for  initial  over- 
charges. How  sound  is  this  contention?  So  that  there  may  be  not  the  slightest 
excuse  for  misunderstanding  or  misinterpretation  on  our  part,  let  us  review 
briefly  the  cooperative  theory  on  patronage  dividends  as  that  theory  is  formu- 
lated by  the  cooi)eratives  themselves. 

The  following  quotation  is  taken  from  the  current  annual  report  of  Consumers 
Cooperative  Association : 

"There  is  no  law  which  specifically  exempts  a  bona  fide  cooperative,  whether 
agricultural  or  not,  from  paying  a  tax  on  patronage  refunds.  Yet  no  cooi)era- 
tive,  agricultural  or  otherwise,  pays  a  tax  on  money  refimded  to  patrons,  or  on 
money  allocated  and  earmarked  for  later  distribution  to  patrons.  It  is  only 
common  sense  and  common  law  that  money  passed  on  by  a  cooperative  to  mem- 
bers, as  an  agent  for  the  members,  c'annot  be  construed  logically  as  income  to 
the  cooperative  *  *  *.  Since  they  are  not  income  to  the  cooperative,  but 
are  accounted  for  in  the  tax  returns  of  patrons  who  receive  the  refunds,  they 
are  not  taxable  in  the  hands  of  the  cooperative     *     *     *. 

"Co-ops  do  not  pay  income  taxes  on  patronage  refunds,  not  because  of  any 
law,  but  because  money  passed  on  to  members  by  a  cooperative  is  not  income 
to  the  cooperative  and  is  so  recognized  by  the  courts."  (16) 

Further,  so  we  cannot  possibly  misunderstand  the  cooperative  position,  we 
quote  from  the  pamphlet  An  Industrialist  Comments  on  the  Attack  Against 
Cooi)eratives,  by  Victor  Emanuel,  chairman  of  the  board,  the  Aviation  Corp. 
director  of  many  other  corporations  and  member  of  New  York  State  Chamber 
of  Commerce.  This  statement  has  been  widely  circulated  by  the  cooi)eratives, 
and  according  to  them  "Mr.  Emanuel  has  devoted  a  very  considerable  amount 
of  his  time  and  attention  for  m'any  years  to  farm  problems  and  farmer  coop- 
eratives" (17).     Mr.  Emanuel's  statement  is: 

"The  simplest  explanation  I  can  give  of  the  function  of  a  farmer  cooperative 
follows : 

"  'Brown  owns  a  farm  and  gives  his  neighbor  Jones,  who  likewise  owns  a  farm 
and  is  going  to  town,  $100  to  purchase  fertilizer  for  him  at  the  siame  time  Jones 
purchases  some  for  himself.  Jones  returns  $8.50,  being  the  balance  he  has  left 
over  after  purchasing  these  supplies,  less  a  pro  rata  of  expenses.  No  one  can 
say  that  Jones  made  a  profit  out  of  the  transaction  which  should  be  subject  to 
income  tax.  He  merely  returned  to  Brown  unexpended  capital  which  had  be- 
longed to  Brown  during  the  entire  transaction.  Jones  was  simply  his  agent. 
In  this  analogy  Jones  takes  the  place  of  the  cooperative  which  returns  to  its 
patron  members  overpayment  of  capital  after  giving  them  goods  or  services.' " 

"*  *  *  The  cooperatives  rebate  the  excess  which  they  have  collected  after 
expenses.  It  seems  almost  impossible  that  anyone  would  confuse  this  use  or 
call  this  sort  of  transaction  a  profit." 
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In  connection  with  this  statement  and  claim  of  the  cooperatives,  the  following 
facts  should  be  kept  in  mind  : 

1.  Business  profits  are  characteristically  defined  as  the  excess  or  surplus  of 
the  earnings  of  a  business  over  the  cost  of  operation. 

2.  In  the  case  of  corporations  and  cooperatives  (and  80  percent  of  cooperatives 
are  corporations),  profits  come  from  the  identical  activities  of  business  in  pooled, 
joint  ventures. 

3.  Profits  are  earned  bj:  cooperatives  or  other  corporations  by  the  same  process 
in  that  they  are  devices  for  pooling  the  capital  of  many  individuals  for  the  opera- 
tion of  a  business. 

4.  Profits  are  earned  through  the  identical  processes  of  buying,  selling,  proc- 
essing, servicing,  or  manufacturing  or  other  activities. 

5.  Profits  are  the  property  of  the  owners  of  the  business.  The  existence  of  a 
profit  is  not  dependent  on  whether  the  owners  are  investors  or  patrons. 

In  this  connection  it  is  eulightening  to  quote  the  decision  of  the  Appellate  Court 
of  Indiana  (Storen  et  al.  v.  Jasper  County  Farm  Bureau  Cooperative  Assn., 
June  5,  1936)  : 

"The  profit  or  any  gain  made  as  the  result  of  the  carrying  on  of  a  business  of 
buying  and  selling  has  in  recent  years,  under  both  Federal  and  State  net  income- 
tax  acts,  been  held  to  be  income  *  *  *.  The  difference  in  the  cost  of  the 
appellee  and  its  sales  price  to  the  purchaser  was  a  profit,  gain,  or  income  and 
this  inured  to  the  benefit  of  the  patrons  of  the  appellee  *  *  *.  The  appellee 
contends  that  this  was  a  savings  to  the  stockholders  of  the  appellee  and  should 
not  be  classed  as  income.  But  this  enhanced  their  total  wealth,  and  whether 
it  be  called  savings,  gain,  income,  or  by  any  other  name,  it  still  renders  the  appellee 
liable  to  the  tax  intended  by  the  legislature." 

This  decision  merely  recognizes  the  fact  that  patronage  dividends  represent 
money  earned  by  the  same  processes  of  buying,  selling,  and  manufacture  as  are 
engaged  in  by  any  private  corporation,  partnership,  or  individual  proprietorship. 
It  is  simply  setting  forth  explicitly  the  basic  logic  that  the  taxability  of  earnings 
should  be  determined  by  the  way  those  earnings  are  created,  not  by  the  disposition 
made  of  them. 

But  even  under  cooperative  theory  itself,  a  true  rebate  in  the  purchasing  price 
of  an  article,  or  a  true  increase  in  the  price  at  which  farm  products  are  sold, 
must  be  paid  in  cash  and  in  a  reasonable  length  of  time.  The  accumulation  of 
capital  is  not  a  reduction  in  price.  There  is  a  great  difference  between  buying 
a  gallon  of  gasoline  for  20  cents,  then  getting  an  immediate  cash  rebate  of 
2  cents,  and  buying  the  same  gallon  but  receiving  a  piece  of  paper  signifying  part 
ownership  in  a  refinery.  The  ownership  of  a  refinery  cannot  in  any  sense  be 
considered  as  a  reduction  in  price  to  the  stockholders  of  an  enterprise. 

Such  tax-exemption  was  never  intended  in  the  original  legislation  which  makes 
It  possible,  and  the  legal  acts  of  devising  such  exemption  under  the  letter  but 
not  the  intent  of  the  law,  we  commonly  call  tax  evasion. 

One  specific  case  will  show  how  this  works  out  in  actual  practice — the  means 
taken  by  cooperatives  to  avoid  paying  patronage  dividends  in  cash,  but  instead 
the  common  practice  of  the  cooperative  going  through  the  legal  motions  of 
selling  preferred  stock  or  other  evidences  of  equity  in  order  to  retain  the  cash 
as  additional  capital  or  reserves  for  the  operation  and  expansion  of  the  business. 
The  following  is  a  quotation  from  the  Sixteenth  Annual  Report  of  Consumers 
Cooperative  Association,  for  the  year  ending  Aug.  31,  1944 : 

"Directors  of  CCA  and  subsidiaries  are  recommending  to  members  that 
combined  net  savings  (exclusive  of  the  retail  department)  amounting  to 
$1,517,707.59,  be  distributed  in  the  following  manner : 

"1.  The  Cooperative  Oil  Producing  Association  shows  net  savings  of  $2,575.40 
for  the  fiscal  year  ended  August  31,  1944.  It  is  recommended  that  8  i)ercent 
interest  be  paid  on  shares. 

"2.  The  net  savings  of  the  Cooperative  Pipe  Line  Association  are  $11,024.22. 
It  is  suggested  that  10  percent  be  distributed  to  patrons'  equity  reserve;  that  4 
percent  interest  be  paid  on  shares;  and  that  the  remainder,  or  $7,241.80,  be 
declared  as  a  deferred  patronage  refund  to  its  only  patron,  the  Cooperative 
Refinery  Association. 

"3.  The  net  savings  of  the  Cooperative  Refinery  Association,  including  the 
patronage  refund  from  CPLA  are  $1,274,373.44.  It  is  recommended  that  10  per- 
cent of  these  savings  be  distributed  to  the  patrons'  equity  reserve;  that  4 
percent  interest  be  paid  shares ;  and  that  the  balance  of  $1,132,294.50  be  declared, 
as  a  deferred  patronage  refund  to  Consumers  Cooperative  Association, 
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"4.  Including  patronage  refunds  from  its  subsidiaries,  along  with  its  own  net 
savings  of  $236,976.33  (exclusive  of  savings  of  the  retail  department),  CCA  has 
a  total  of  $1,369,900.83  due  its  patrons.  It  is  recommended  that  16  percent  of 
CCA's  net  savings  be  distributed  to  the  patrons'  equity  reserve  ;  that  4  percent  in- 
terest be  paid  on  common  shai-es  at  the  rate  stated  in  the  certificate  on  preferred 
shares  bearing  a  fixed  rate  of  interest,  and  4  percent  on  preferred  stock  bearing 
no  fixed  rate  of  interest.  Further,  it  is  recommended  that  the  balance  of 
$1,130,454.19  be  paid  to  shareholders  to  be  converted  to  deferred  patronage 
refund  evidences  of  indebtedness  to  mature  at  the  discretion  of  the  board  of 
directors,  after  deductions  are  made  for  membership  interchange  patronage 
refund  of  5  percent  on  merchandise  furnished  to  transient  members." 

This  disposition  of  savings  (profit)  shows  how  Consumers  Cooperative  Asso- 
ciation fails  to  interpret  the  term  "patronage  dividend"  in  its  original  and 
common-sense  meaning,  fails  to  distribute  its  profit  in  the  form  of  cash  rebate, 
but  builds  such  profit  back  into  its  business  under  the  device  of  "deferring" 
patronage  dividends  to  some  indefinite  time  (conceivably  until  even  after  the 
death  of  a  patron)  and  making  it  impossible  for  patrons  to  convert  these  deferred 
dividends  into  cash  except  under  authorization  of  the  directors  of  the  cooperative. 

Remember,  too,  that  CCA  issues  its  4  percent,  noneumulative,  nonvoting  stock 
without  either  the  scrutiny  or  the  approval  of  SEC. 

If  we  take  the  ratio  of  CCA's  total  profits  from  1929  to  1943  ($2,797,693)  to  total 
"member  equities"  ($2,810,439.79)  and  concede  that  the  entire  amount  of  $653,- 
701.35,  represented  by  capital  shares  and  memberships,  was  derived  from  the  sale 
of  stock  and  memberships,  then  at  least  $2,120,629.88,  or  75.4  percent  of  its  total 
net  worth  was  acquired  through  retention  of  untaxed  profits. 

We  thus  see  that  the  rapid  growth  and  expansion  of  cooperatives  in  the 
petroleum  industry  do  not  represent  the  normal  and  healthy  development  of  a 
movement  in  an  equal  competitive  position  with  private  enterprise,  but  is  explain- 
able chiefly  in  terms  of  (1)  exemption  from  the  payment  of  high  wartime  Federal 
income  and  excess-profits  taxes,  (2)  the  cooperative  policy  of  disposing  of  patron- 
age dividends  in  stock  rather  than  in  cash  and  thus  (3)  pyramiding  cooperative 
capital  structure  at  a  rate  impossible  for  private  business. 

The  agent-principal  thesis 

Now  let  us  examine  in  details  the  argument  and  example  offered  by  Victor 
Emanuel,  quoted  earlier,  to  the  effect  that  "cooperatives  return  to  patron  mem- 
bers overpayment  of  capital  after  giving  them  goods  or  services."  This  is  the 
familiar  case  of  Jones  going  to  town  and  at  the  same  time  making  a  purchase 
for  Brown,  and  returning  to  Brown  the  balance  left  over  after  the  transaction. 

The  cooperative  argument  here  is  that  it  is  only  an  agent  remitting  to  its  prin- 
cipals money  which  has  come  into  its  hands  but  which  belongs  to  the  principals. 
In  such  a  case,  then,  the  agent's  activity  is  exclusively  for  the  account  and  for 
the  profit  or  loss,  as  the  case  may  be,  of  its  principals.  If  the  agent  sustains 
a  loss,  the  principals  are  liable.  Hence  remittances  made  by  such  an  agent  to 
its  principals  are  not  patronage  dividends  at  all,  since  only  the  money  of  the 
principals  is  involved.  There  can  be  no  patronage  dividends  unless  the  payer 
remits  funds  to  which  it  has  legal  title. 

As  a  matter  of  fact,  it  is  highly  unusual  to  find  any  cooperative  performing 
simply  the  function  of  an  agency  relationship.  A  fundamental  element  invari- 
ably absent  is  that  of  the  continuing  liability  of  the  principals  (members)  in 
cases  where  the  cooperative  suffers  losses  in  its  operations.  When  a  cooperative 
becomes  involved  in  financial  difficulties,  the  agency  theory  is  abandoned  and  credi- 
tors of  the  cooperative  are  obliged  to  be  content  with  the  proceeds  of  realization 
of  the  assets.  That  is,  as  long  as  the  cooperative  prospers,  the  members  protest 
that  its  assets  belong  to  them  and  that  its  profits  are  made  for  their  account,  not 
for  the  account  of  the  cooperative.  But  in  times  of  financial  difficulty,  advantage 
is  taken  of  the  attribute  of  limited  liability  of  the  cooperative  and  its  losses  are 
conceded  to  be  for  its  own  account.  The  members  have  no  more  sense  of 
responsibility  for  the  creditors  of  their  cooperative  than  have  the  holders  of  fully 
paid  shares  for  creditors  of  their  corporation  when  it  goes  into  bankruptcy. 

This  Jones-Brown  argument,  then,  is  merely  a  cooperative  "head-I-win,  tails- 
you-lose"  argument.  A  cooi>erative  is  either  an  agent  or  it  is  not.  If  it  is,  its 
status  must  be  of  a  permanent  and  consistent  character  and  must  be  established 
by  the  actual  effect  of  its  administration  and  operations.  The  mere  fact  that  a 
cooperative  is  under  obligation,  express  or  implied,  to  make  remittances  to  its 
members  at  some  future  date  under  certain  circumstances,  is  not  proof  of  its 
agency  character.    All  relevant  facts  must  be  taken  into  consideration. 
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The  relationship  between  a  cooperative  and  its  members  is  similar  to  that 
which  exists  between  any  joint  stock  company  and  its  shareholders.  The  co- 
operative is  engaged  in  an  effort  to  make  an  over-all  gain  or  profit  for  its  mem- 
bers. It  may  have  an  agreement  with  its  members  to  distribute  or  allocate  such 
gain  or  profit  to  them.  But  the  agreement  relates  to  the  profits  of  the  cooperative, 
not  to  any  loss  which  it  may  make  or  suffer  for  the  account  of  its  members 
respectively. 

V.   CONCLUSION 

Tax-free  cooperative  corporations  have  become  multi-million-dollar  rivals  of 
American  private  business.  This  rapid  growth  gives  all  American  business  and 
industry  legitimate  concern  with  the  cooperative  movement,  its  present  status, 
its  legal  privileges,  and  its  future  program.  The  question  of  the  legality  or 
merit  of  cooperative  enterprise  is  nowhere  involved ;  the  question  of  the  legal 
preferential  treatment  of  cooperatives,  particularly  in  respect  of  the  income-tax 
and  excess-profits-tax  exemption,  is  the  sole  issue.     The  following  facts  are  clear : 

1.  By  virtual  subsidy  effected  through  income-tax  freedom  for  certain  co- 
operatives, wide  areas  of  private  enterprise  and  free  markets  are  being  wiped  out. 
The  continuance  of  such  tax  inequality  in  the  postwar  period  when  business  must 
pay  a  large  share  of  the  annual  estimated  $30,000,000,000  budget,  can  result  in 
the  eventual  death  of  private  enterprise. 

2.  National  revenues  to  pay  the  $300,000,000,000  war  debt  and  the  constantly 
increasing  expense  of  Government,  are  being  depleted  at  a  rate  that  in  the 
opinion  of  many  authorities  forecasts  the  destx'uction  of  the  Federal  business-tax 
base. 

3.  It  is  generally  claimed  that  a  substantial  reduction  in  the  Federal  business- 
tax  rate  could  be  achieved  if  cooperatives  and  other  tax-exempt  organizations 
were  obliged  to  pay  their  equal  share  of  the  Federal  tax  load. 

4.  The  existence  of  tax-privileged  business  coi"porations  operating  as  coopera- 
tives but  i}erforming  all  the  functions  of  any  other  profit-making  concern,  is 
repugnant  to  the  American  conception  of  equality.  The  history  of  the  legal 
favoritism  of  cooperatives  is  a  long  and  significant  one. 

5.  Nowhere  is  it  indicated  that  Congress  ever  intended  to  confer  upon  coopera- 
tives a  legal  advantage  that  would  prove  ruinous  to  private  business.  That 
advantage  has  accrued  to  cooperatives  despite  the  spirit  of  the  law  which  always 
was  to  assist  the  American  farmer  in  his  proper  function.  The  American  farmer 
is  the  Nation's  most  important  capitalist — he  has  assets  of  $83,000,000,000  and  he 
is  now  in  danger  of  losing  these,  just  as  much  as  any  other  businessman,  unless 
tax  inequalities  are  corrected. 

6.  There  is  no  doubt  of  the  ability  of  cooperatives  to  pay  their  fair  share  of 
the  tax  load.  Legitimate  cooperative  enterprise  will  not  be  crippled  by  their 
assuming  their  part  of  the  tax  burden.  Cooperatives  can  enter  any  field  of 
business  endeavor  they  wish — marketing,  oil-well  drilling,  refinery  operation — 
but  they  should  do  so  under  the  same  competitive  rules  as  private  business 
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The  Chairman.  Mr.  England,  what  is  your  pleasure  now  ? 
Mr.  England.  Mr.  Chairman,  whatever  is  the  pleasure  of  the  com- 
mittee. 

The  Chairman.  You  may  proceed. 

STATEMENT   OF  WILLIAM  H.  ENGLAND,  CHIEF  ECONOMIST, 
FEDERAL  TRADE  COMMISSION 

Mr.  England.  Mr.  Chairman,  my  name  is  William  H.  England.  I 
am  chief  economist  for  the  Federal  Trade  Commission. 

Yesterday  I  made  a  comment,  when  you  told  about  the  ice  cream 
situation  in  Wyoming,  that  it  was  a  good  story.  The  thing  I  had  in 
the  back  of  my  mind  is  this,  that  I  have  heard  stories  similar  to  that 
from  many  people  in  industry.  As  we  come  out  of  this  war,  with 
supply  and  demand  dislocated,  the  impact  on  small  business  is  going 
to  be  very  severe  in  many  industries. 

The  Chairman.  Have  you  reached  any  conclusion  as  to  what  should 
be  done  about  it  ?    It  is  really  a  very  serious  problem. 

Mr.  England.  No,  sir;  I  have  not. 

Senator  Moore.  It  really  is  serious. 

Mr.  England.  Senator  Moore,  you  are  right.  It  always  has  been  a 
very  serious  problem. 

Senator  Moore.  Yes. 

Mr.  England.  And  there  are  certain  concerns  now  that  were  making 
an  important  contribution  to  the  war  effort  that  are  finding  themselves 
in  great  difficulty  to  get  raw  materials.  It  is  a  very  serious  problem, 
a  problem  that  the  whole  Government  should  be  considering. 

My  interest  in  connection  with  the  petroleum  industry  began  in 
1914  when  the  Bureau  of  Corporations  was  making  a  study  of  pipe- 
line transportation  of  petroleum.  Through  casualties  in  our  organi- 
zation, it  fell  upon  me  to  finish  the  report.  That  report  showed  the 
comparative  low  cost  of  pipe-line  transportation,  the  comparative  high 
charges  for  pipe-line  transportation,  and  the  large  profits  of  pipe-line 
operators,  and  it  led  the  Commission  to  make  certain  quite  definite 
conclusions. 

It  may  be  well  to  repeat  the  definition  of  an  independent  company 
given  by  Mr.  Fayette  B.  Dow  in  his  interesting  statement  presented  to 
the  committee  last  week.    Mr.  Dow  stated : 

Independent,  as  the  oil  industry  understands  the  word,  means  a  company  that 
is  relatively  small  and  largely  unintegrated.     The  "majors"  are  to  a  substantial 
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degree  integrated — that  is,  they  are  engaged  in  production,  refining,  transporta- 
tion, and  marketing.  Some  of  the  independents  have  a  partial  degree  of  integra- 
tion. 

The  other  day,  Mr.  Chairman,  you  made  inquiry  regarding  the  rela- . 
tive  size  of  important  companies  about  1907  when  the  Department  of 
Justice  was  conducting  its  antitrust  suits  against  the  Standard  Oil  Co. 
which  led  to  the  dissolution  decree  of  1911. 

Among  the  companies  that  today  are  rated  as  "majors,"  four,  at 
least,  were  rather  small  independents  at  that  time,  namely.  The  Texas 
Co.,  Gulf  Oil  Corp.,  Sun  Oil  Co.,  and  Pure  Oil  Co.  The  first  two  had 
production  and  refineries  in  Oklahoma  and  Texas ;  and  the  last  two, 
refineries  on  the  Atlantic  seaboard. 

The  following  statements  show  a  highly  interesting  picture  of  the 
growth  for  Standard  Oil  Co.  (New  Jersey)  and  the  four  predissolu- 
tion  independent  competitors.  I  did  not  have  the  information  for  the 
Sun  Oil,  so  I  called  Mr.  Pew  on  the  telephone,  and  within  an  hour 
he  had  directed  Mr.  Dunlop  to  phone  me  the  information,  which  was 
confirmed  by  letter  this  morning.  Mr.  Chairman,  I  think  you  would 
be  rather  interested  in  this.  Mr.  Pew  said,  "My  father  built  our  re- 
finery at  Marcus  Hook  in  the  days  when  freight-rate  discrimination, 
rebates,  special  rates  and  so  forth,  were  practically  putting  independ- 
ents out  of  business."  He  had  that  refinery  built  there  at  that  time  so 
the  Sun  Oil  Co.  could  obtain  crude  that  was  being  produced  in  Okla- 
homa and  Texas,  sent  by  pipe  line  to  the  Gulf,  and  there  they  could 
pick  it  up  bj^  the  lowest  method  of  transportation,  namely,  tank 
steamer. 

(The  statements  referred  to  are  as  follows:) 


Capitnlization  of  the  Sun  Oil  Co.,  mOT,  1911, 1921,  and  1945 


Common  stock  

Preferred  'tnrk 

Earned  surplus 

Contingency  reserve. 


Total  invested  capital- 
Debenture  2Hs,  1951 

Funded  debt 


Total  capitalization. 


Dec.  31, 1945 


$117, 814,  256 
9.  319,  700 
26,  325,  862 
3,  496, 520 


156, 956,  338 
4, 000. 000 


160, 956,  438 


Dec.  31, 

1921 


$6, 890, 000 


19,  501, 305 


26,  391,  305 
'io,'293,"O0O" 


36,  684, 305 


Apr.  30, 
1911 


$4. 998,  320 


1,056,597 


6, 054, 917 


6. 054, 917 


Apr.  30, 
1907 


$2, 800, 000 


312, 189 


3, 112. 189 


3, 112, 189 


Capitalisation  of  Gulf  Oil  Corp.,  1907, 1911,  and  19U 


Dec.  31, 1944 


Dec.  31, 1911 


Dec.  31, 1907 


Capital  stock 

Capital  surplus 

Earned  surplus 

Reserve  for  contingencies. . . 

Total  invested  capital 
Funded  debt 

Total  capitalization... 


$226, 905, 050 

17, 146, 573 

164, 108, 083 

16, 279, 229 


$11,077,300 


424, 438, 935 
48,443,118 


472, 882, 053 


7, 756, 795 


18, 834, 095 
6,  529, 000 


25, 363, 095 


$10, 611, 300 


685, 633 


11,  296, 933 
7, 475, 000 


18,771,933 
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Capitalisation  of  the  Texas  Co.,  1908,  1911,  and  19^5 


Dec.  31, 1945    June  30, 1911 


June  30,  1S08 


Capital  stock 

Capital  surplus 

Earned  surplus 

Contingency  reserves- 


$281, 116,  600 

77, 669, 213 

239, 132, 646 

26, 000, 000 


$27, 000, 000 
"1,"662,"995' 


Total  invested  capital. 

Debenture,  3's,  1959 

Debenture,  3's,  1965 

3^  percent  mortgage  notes.-. 

Debenture,  6's,  1931 

6  percent  gold  notes 


623,  918, 359 
40, 000, 000 
60, 000, 000 
11, 986, 196 


28, 602, 995 


12, 000,  000 
3, 000, 000 


Total  capitalization. 


735,  904, 555 


43, 602, 995 


$11,000,000 

"'4^6oo,''ooo 


15, 000, 000 


15,  000, 000 


Capitalisation  of  the  Standard  Oil  Co.  of  New  Jersey,  1906  and  1944 


Dec.  31,  1944 


Dec.  31, 1906 


Capital  stock 

Capital  surplus 

Appropriated  surplus 

Earned  surplus 

Subsidiary  preferred  and  common  stocks  held  by  public 

Reserve  for  wartime  contingencies 

Contingency  reserve  for  foreign  investments 

Total  invested  capital 

Long-term  debt.. 

Total  capitalization 


$683, 343,  550 

70, 946, 651 

5, 425, 985 

684, 935, 642 

262, 906, 456 

25, 000, 000 

105, 000,  000 


1, 837,  558,  284 
214, 855, 260 


2, 052, 413,  544 


$98,  338, 382 


261,061,811 


359, 400, 193 


359,  400, 193 


Capitalisation  of  Pure  Oil  Co.,  1911  and  1945 


Dec.  31, 1945 


Dec.  31, 1911 


Common  stock 

Preferred  stock 

Minority  interest 

Contingency  reserve 

Paid-in  surplus 

Earned  surplus 

Total  invested  capital 
Notes  payable 

Total  capitalization... 


$39, 820, 310 

44,  243, 400 

2, 536, 388 

3, 400, 000 

19, 038, 823 

53, 055, 262 


$4, 424, 610 
971, 800 


4, 941,  522 


162, 094, 183 
29, 800, 000 


10, 337, 932 


191, 894, 183 


10, 337, 932 


Mr.  England.  In  my  prepared  statement  I  have  covered  the  posi- 
tion of  the  independent  in  each  branch  of  the  industry  for  different 
years,  mostly  prior  to  World  War  II,  to  show  the  importance  of  the 
independents,  at  different  dates,  in  production,  pipe-line  transporta- 
tion, refining,  wholesale  and  retail  marketing.  The  following  state- 
ment shows  investments,  sales,  and  profits  for  petroleum  producers 
by  size  groups : 
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Petroleum  (crude)  producing  corporations — Summary  of  investment,  sales,  and 
profits  for  19  companies,  by  size  groups,  for  the  year  1940 

[Add  000  to  amounts] 


Num- 
ber of 
com- 
panies 

Aggregate 
total  in- 
vestment 

Aggre- 
gate 
sales 

Aggregate 

net  profit 

before  debt 

interest  and 

income  taxes 

Aggregate 
profit  after 
income  taxes 
but  before 
deducting 
debt  in- 
terest 

Average  rate  of  return 

Asset  groups 

Before  in- 
come taxes 
and  debt 
interest 

After  in- 
come taxes 
but  before 
deducting 

debt  in- 
terest 

Under  $2,000.  - 

$2,000  to  $4,000 

$4,000  to  $10,000 

$10,000  to  $20,000-.. 
Over  $20,000 

3 
3 
6 
4 
3 

Amount 
$2,904 
7,186 
38, 043 
53, 619 
118,419 

Amount 
$1, 138 
5,314 
11,558 
27, 908 
42, 272 

Amount 
'$57 
313 
1,034 
5,372 
6,193 

Amount 

'$58 

257 

826 

4,986 

5,881 

Percent 
I  1.96 
4.36 
2.72 
10.02 
5.23 

Percent 
12.00 
3.58 
2.17 
9.30 
4.97 

Total-. 

19 

220, 171 

88,190 

12,855 

11,892 

5.84 

5.40 

•  Denotes  loss. 

The  Chairman.  What  is  the  source  of  those  figures  iu  the  last  table  ? 

Mr.  England.  The  source  of  these  figures,  Mr.  Chairman,  is  from 
the  Commission's  Industrial  Corporation  Report — Petroleum 
(Crude)  Producing  Corporations,  February  17,  1943. 

The  Chairman.  Before  you  go  into  another  subject,  I  want  to 
make  this  comment,  that  the  last  table  which  you  put  in  the  record 
on  the  average  rate  of  return  of  producing  corporations  was  for  the 
year  1940. 

Mr.  England.  That  is  correct. 

The  Chairman.  So  that  it  shows  a  condition  which  existed  be- 
fore OPA. 

Mr.  England.  It  shows  a  condition,  Mr.  Chairman,  which  existed 
before  OPA,  and  it  shows  a  condition  for  one  of  our  more  prosperous 
years,  1940. 

The  Chairman.  The  situation  there  described  was  that  the  small 
company,  that  is  to  say,  in  the  range  of  less  than  $2,000,000  assets, 
was  losing  money. 

Mr.  England.  That  is  correct,  sir. 

The  Chairman.  That  the  corporations  in  the  range  of  assets  from 
$10,000,000  to  $20,000,000  made  the  largest  amount  by  far. 

Mr.  England.  Correct. 

The  Chairman.  Their  average  rate  of  return  before  income  taxes 
and  debt  interest  was  10.02  percent. 

Mr.  England.  That  is  right. 

The  Chairman.  As  against  2.72  percent  for  the  group  between 
$4,000,000  and  $10,000,000,  and  4.36  percent  for  the  group  between 
$2,000,000  and  $4,000,000. 

Mr.  England.  That  is  correct. 

The  Chairman.  Whereas,  when  we  go  above  $20,000,000  in  assets, 
again  the  return  falls.  The  big  companies  having  over  $20,000,000 
had  an  average  rate  of  return  of  5.23  percent  before  income  taxes 
and  debt  interest.  That  would  seem  to  indicate  that  there  is  a  point 
at  which  a  producing  company  can  be  too  small  for  a  profit 
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Mr.  England.  That  is  correct. 

The  Chairman.  And  that  there  is  a  point  at  which  a  company 
may  grow  to  such  size  that  its  rate  of  return  is  likely  to  fall  off. 

Mr.  England.  Mr.  Chairman,  I  think  we  can  illustrate  it  by  this: 
The  average  production  of  wheat  in  the  United  States  normally,  say, 
is  in  the  neighborhood  of  20  bushels  per  acre.  In  certain  favored 
places  it  may  be  40  bushels.  Now,  farmers  in  the  40-bushel  area 
probably  will  be  quite  prosperous,  and  those  in  the  less-than-average 
area  probably  will  not  be.  Now,  the  big  company  is  like  the  average. 
The  big  company,  with  its  wide  distribution  of  producing  properties, 
is  apt  to  share  the  production  and  prices  that  prevail  on  the  average 
in  the  United  States. 

Mr.  Eraser.  Could  you  say  that  in  1940,  a  war  year  in  Europe,  per- 
haps these  largest  companies  suffered  in  their  foreign  operations,  so 
that  their  earnings  were  cut  down  disproportionately,  and  that  1940 
is  not  perhaps  a  good  year  to  compare  the  small  companies  with  the 
largest  companies? 

Mr.  England.  I  am  very  glad  you  asked  that  question,  because 
that  shows  that  I  have  not  made  myself  clear.  These  companies 
were  engaged  only  in  production,  they  were  not  engaged  in  foreign 
operations.  These  are  strictly  domestic  producing  companies.  Now, 
I  have  a  statement  here  that  includes  the  integrated  companies  you 
have  in  mind,  that  engaged  in  production,  refining,  domestic  and 
foreign  marketing. 

Mr.  Eraser.  These  companies  in  the  table  were  producing  in  foreign 
fields,  were  they  not? 

Mr.  England.  No,  sir;  that  is  all  domestic  production.  I  am  very 
glad  you  asked  that  question.     (Continuing  with  statement:) 

The  Independent  Petroleum   Companies 
advantages  of  large  companies 

The  Eederal  Trade  Commission  and  its  predecessor,  the  Bureau  of 
Corporations,  has  studied  the  degree  of  concentration  and  the  market- 
ing practices  existing  in  the  petroleum  industry,  covering  a  period  of 
nearly  45  years.  Throughout  this  period  the  most  important  advan- 
tages possessed  by  the  dominant  companies  have  been:  (1)  Control  of 
cheap  transportation ;  (2)  extensive  marketing  organizations ;  and  (3) 
possession  of  great  wealth.  These  three  advantages  have,  particularly 
in  certain  periods,  made  the  existence  of  the  independent  company 
a  precarious  one.  This  was  even  true  of  a  number  of  the  companies 
now  classed  as  "major  oil  companies,"  such  as  the  Pure  Oil  Co.,  the  Sun 
Oil  Co.,  the  Gulf  Oil  Co.,  and  the  Texas  Co.  The  latter  today  is  the 
only  company  distributing  gasoline  in  each  of  the  States  and  in  the 
District  of  Columbia. 

Eor  many  years  the  Federal  Trade  Commission  made  frequent 
economic  inquiries  into  the  operations  of  various  branches  of  the 
petroleum  industrj' — either  at  the  direction  of  the  Congress  or  of  the 
President.  These  directions  stemmed  from  complaints  of  producers, 
independent  refiners,  or  independent  marketers.  Some  were  Nation- 
wide while  others  were  confined  to  a  particular  section  of  the  country. 
Among  the  more  important  were : 
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Pipe-Line  Transportation  of  Petroleum  (1916) — covering  invest- 
ments, costs,  profits,  and  restrictive  practices  unfair  to  producers  and 
small  refiners,  some  of  which  practices  were  later  remedied  by  the 
Interstate  Commerce  Commission. 

Foreign  Ownership  in  Petroleum — covering  the  extensive  interests 
of  the  Dutch-Shell  combination  in  the  United  States  and  abroad  and 
developing  discriminations  against  our  oil  companies  in  some  foreign 
countries. 

Price  of  Gasoline  in  1915 — which  disclosed  the  continuation  of 
Standard  Oil  domination  and  the  division  of  marketing  territories  of 
the  United  States  among  the  former  Standard  subsidiaries. 

Gasoline  Prices  in  1924 — in  which  it  was  shown,  among  other  things, 
that  the  practice  of  gasoline  marketing  companies  in  "following  the 
leader"  prevented  price  reductions  of  independent  refiners  from  being 
passed  on  to  gasoline  consumers,^  until  following  August  7,  1923, 
when  the  State  Highways  Commission  of  South  Dakota  sold  gasoline 
to  the  public  at  16  cents  per  gallon,  a  reduction  of  10.6  cents  per  gallon. 

The  Petroleum  Industry — Prices,  Profits,  and  Competition,  1928 — 
which  first  reported  a  marked  decline  in  the  importance  of  the  sepa- 
rated Standard  Oil  companies  to  about  42  percent  of  refinery  runs  and 
of  six  large  independents  to  25  percent  of  the  total ;  the  gradual  and 
rather  important  dispersal  of  common-stock  ownership  of  Standard 
companies;  the  development  of  a  "patent  pool"  among  holders,  of 
"cracking  processes";  the  continuecl  price  leadership  of  Standard 
companies,  except  on  rare  occasions;  the  beginning  of  limited  retail 
competition  among  Standard  companies;  continued  high  profits  of 
crude  pipe-line  companies;  and  important  mergers  involving  mostly 
former  Standard  companies. 

Regional  reports  were  made  covering  the  Pacific  Coast  States,  Wy- 
oming, and  Montana,  the  Panhandle  of  Texas,  and  the  Healdton  field 
in  Oklahoma.  In  the  Pacific  coast  reports  the  cost  of  producing 
crude  petroleum  in  diiferent  fields  and  factors  influencing  costs  were 
first  developed. 

Distribution  Methods  and  Costs,  pt.  IV,  Petroleum  Products,  Auto- 
mobiles, Rubber  Tires  and  Tubes,  Electrical  Household  Appliances, 
and  Agricultural  Implements,  1944 — in  which  the  development  of 
cooperative  ownership  of  from  2  to  as  many  as  8  different  companies 
in  the  building  of  crude  and  refined  products  pipe  lines  was  shown 
for  7  pipe  Imes;  the  preponderance  of  crude  petroleum  shipments, 
71.9  percent  by  pipe  line  in  1939  compared  with  21.7  percent  by  tank- 
ers and  3.4  percent  by  tank  car;  large  increase  in  pipe-line  transpor- 
tation of  refined  products  (largely  gasoline)  by  the  increase  in  such 
mileage  from  544  miles  in  1930  to  5,220  in  1939,  and  the  quantity 
from  6,806,831  barrels  in  1930  to  88,428,103  in  1939,  and  so  forth.  These 
economic  studies  and  facts  developed  in  a  large  number  of  legal  com- 
plaints furnished  the  Federal  Trade  Commission's  background  for 
an  understanding  of  the  problems  of  independent  petroleum  com- 
panies. The  problems  of  the  independent  petrolemn  companies  are 
the  problems  of  small  business  in  the  petroleum  industry. 

^  Congressional  Record,  February  28,  1925,  p.  4983  et  seq. 
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IMPORTANT  ECONOMIC  PROBLEMS  OF  INDEPENDENTS 

European  visitors  from  Belgium,  Holland,  Switzerland,  France, 
et  cetera,  are  impressed  with  the  size  of  the  United  States.  The  size 
of  this  country  makes  the  transportation  of  crude  petroleum  and  re- 
fined petroleum  products  a  problem  of  first  magnitude.  This  problem 
is  made  more  burdensome  for  the  smaller  independent  producer,  re- 
finer, and  marketer  because  our  most  abundant  sources  of  crude  petro- 
leum are  far  from  the  centers  of  greatest  consumption;  consequently, 
companies  of  small  wealth  must  sell  their  products  locally  or  ship  by 
the  most  expensive  method  of  transportation.  From  the  early  days 
of  the  industry  independents  have  struggled  against  transportation 
handicaps.  The  producer  who  sells  his  crude  from  the  tank  on  his 
lease  frequently  has  only  one  marketer  to  bid  for  his  product;  the 
smaller  refiner  must  decide  whether  he  will  build  his  plant  near  the 
source  of  supply  and  pay  relatively  low  transportation  charges  on 
his  crude  and  high  rates  on  his  refined  products  or  vice  versa. 

A  quotation  from  a  letter  of  April  27,  1945,  written  to  Chairman 
O'Mahoney  by  Coimnissioner  Ewin  L.  Davis,  then  Chairman  of  the 
Federal  Trade  Commission,  sets  forth  some  important  facts  con- 
cerning the  plight  of  the  independent  refiner  and  marketer,  as 
follows : 

*  *  *  An  important  factor  constantly  working  against  concentration  which, 
but  for  their  control  over  ti-ansportation,  would  have  made  the  i)etroleum  indus- 
try one  of  our  more  highly  competitive  ones,  is  the  fact  that  individuals  and 
small  corporations  have  always  actively  engaged  in  prospecting  for  new  supplies. 
Their  efforts  have  sometimes  proved  successful.  In  the  past,  directions  of  the 
Congress  to  the  Federal  Trade  Commission  to  determine  the  facts  with  regard 
to  charges  of  independent  producers  that  large  purchasing  companies  controlling 
the  pipe  lines  from  new  oil  fields  have  offered  them  unremunerative  prices  were 
rather  frequent.  Control  of  transportation  facilities  from  oil  fields  to  refineries, 
and,  more  recently,  control  of  gasoline  pipe  lines  and  tank  steamers,  have  given 
companies  owning  them  tremendous  advantages  over  producers,  refiners,  and 
marketers  not  having  the  use  of  such  facilities,  or  only  at  high  transportation 
charges. 

A  statement  of  the  imi)ortant  findings  in  comprehensive  inquiries  may  be 
helpful  to  your  committee  in  dealing  with  current  problems. 

On  ]\Iay'20,  1907.  the  Honorable  Herbert  Knox  Smith,  Commissioner  of  Corpo- 
i-ations.  reporting  through  Honorable  Oscar  S.  Straus,  Secretary  of  Commerce  and 
Labor,  made  a  report  to  President  Theodore  Roosevelt,  in  which  he  stated  in 
reference  to  the  Standard  Oil  Co.  (New  Jersey)  : 

"It  is  of  the  utmost  importance  to  indicate  clearly  those  fundamental  facts 
that  form  the  basis  of  the  Standard's  power.  The  monopoly  of  this  concern  has 
never  rested  on  ownership  of  supply  of  crude  oil.  Not  over  one-sixth  of  the  total 
production  of  crude  in  the  country  in  1905  came  from  wells  owned  by  the  Stand- 
ard interests.  It  cannot  be  too  strongly  emphasized  that  its  growth  and  present 
power  rests  primarily  on  the  control  of  transportation  facilities  in  one  form  or 
another.  Additional  means  of  domination  have  been  found  in  local  price  dis- 
f^rimination  and  unfair  competitive  methods  in  the  sale  of  products,  as  well  as 
the  elimination  of  the  jobber :  but  throughout  its  entire  history  the  factor  of 
transportation  has  been  the  keystone  of  its  success. 

•'The  scandalous  railway  discriminations  obtained  by  the  Standard  in  its 
earlier  years  as  against  its  competitors  did  more  than  all  other  causes  together 
to  establish  it  in  its  controlling  position.  Later,  when  the  rebate,  -per  se  (that 
is,  the  actual,  physical  repayment  of  part  of  the  freight  rate),  was  substantially 
abandoned,  the  Standard  was  able,  by  compelling  the  cooperation  of  the  rail- 
roads, to  establish  in  place  thereof  a  system  of  secret  or  open  discrimination  in 
rates  in  it.s  own  favor,  covering  almost  the  entire  country  and  of  such  a  nature 
that  throughout  large  sections  it  could  sell  and  make  a  profit  on  oil  at  prices 
which  left  no  profit  for  competitors.     *     *     * 

"The  economy  of  pipe-line  transportation  as  compared  with  that  by  rail  is  a 
vital  consideration.     A  refiner  wholly  dependent  on  railroads  for  his  crude  sup- 
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ply  cannot  hope  to  become  a  factor  of  much  imiwrtance  in  the  industry.  This 
imperative  condition  of  rail  transportation  costs  has  fixed  the  location  of  most 
independent  refineries  near  the  oil  fields  and  has  restricted  most  of  their  sales 
of  the  refined  products  to  the  comparatively  small  adjoining  sections.  On  the 
other  hand,  the  Standard's  comprehensive  pipe-line  system  has  given  it  the  choice 
of  strategic  positions  for  its  refineries  near  to  the  largest  distributing  and  export- 
ing centers  of  the  country"  (Petroleum  Industry,  Part  I,  Position  of  the  Standard 
Oil  Company  in  the  Petroleum  Industry,  pp.  XVIII-XIX). 

Notwithstanding  passage  of  legislation  by  the  Congress  designed  to  remove 
this  advantage  in  transportation  costs  and  of  the  Standard  dissolution  decree 
effective  in  December  1911,  the  Federal  Trade  Commission,  in  its  first  economic 
report,  informed  the  Congress  that  the  cost  of  pipe-line  transjwrtation  (includ- 
ing an  allowance  of  6  percent  on  net  investment),  from  the  midcontinent  to  the 
vicinity  of  Chicago,  was  14.21  cents  per  barrel  of  crude  oil  compared  with  pipe- 
line rates  of  42  cents  per  barrel  of  crude  oil  and  62.2  cents  rail  charges.  It  was 
also  found  that  the  then  (1916)  existing  pipe-line  tariffs  required  such  large 
minimum  shipments  and  other  onerous  shipping  conditions  that  independent 
refiners  were  unable  to  use  this  cheap  and  advantageous  method  of  transporta- 
tion. In  its  report  to  the  Congress  on  Pipe-Line  Transjwrtation  of  Petroleum, 
made  February  28,  1916,  the  Commission  (p.  XXXII)  stated : 

"The  conclusion  is  evident  that  the  prosperity  and  perhaps  even  the  existence 
of  many  small  concerns  depend  on  lower  pipe-line  rates  and  i-easonable  minimum 
shipments." 

In  recent  years,  as  a  result  of  improvements  in  pijpe-line  construction,  the 
transportation  of  gasoline  and  other  refined  products  by  pipe-line  has  further 
inci'eased  the  competitive  advantages  of  companies  financially  able  to  provide 
themselves  with  pipe  lines  and  tank  steamers.  In  its  recent  report  on  Distribu- 
tion Methods  and  Costs,  part  IV,  this  Commission  found  that  for  the  3  years 
1937-39,  the  cost  of  pipe  transportation  of  gasoline  by  pipeline  for  8  companies 
in  1987  and  10  in  1938  and  1939  ranged  from  5.11  c&nts  to  5.24  cents  per  barrel 
for  100  miles.  At  that  time,  pipe-line  rates  approximated  the  rail  rates  par- 
ticularly from  the  Mid-Continent  field  to  Midwestern  points,  but  for  movements 
from  the  eastern  seaboard,  having  the  advantage  of  water  transportation  from 
Gulf  ports,  to  inland  points,  from  approximately  one-third  to  one-half  the  rail 
rates.  Effective  June  11,  1941,  the  Interstate  Commerce  Commission  ordered  a 
reduction  in  both  pipe-line  and  rail  rates.  In  the  case  of  rail  charges  the  reduc- 
tions were  substantial,  and  in  the  case  of  pipe-line  rates  they  were  very  large. 
For  example,  from  Tulsa,  Okla.,  to  Chicago  where  rail  and  pipe-line  rates  had 
been  the  same,  pipe-line  charges  were  reduced  from  $1.11  to  67  cents  per  barrel 
and  rail  rates  from  $1.11  to  $1. 

Prior  to  the  pipe-line  rate  reductions  of  1941,  the  average  rate  of  return  on 
the  investment  for  8  gasoline  pipe-line  companies  for  the  years  1935-37,  and  for 
10  companies  in  1938  and  1939,  were  as  follows : 

Average  rate 

of  return  on 

investment 

(percent) 

1935 28.19 

1986 30.42 

1937 35.71 

1938 36.80 

1939 38.90 

On  January  1,  1938,  20  large  oil  companies  owned  71.4  percent  of  the  pipe-line 
mileage  for  crude-oil  pijpe  lines  and  17  companies  owned  94.2  jpercent  of  the  gas- 
oline pipe-line  mileage  of  the  entire  country.  As  of  January  1,  1941,  15  major 
oil  companies  owned  81.54  percent  of  the  total  cargo  capacity  of  tankers  used  to 
transport  crude  petroleum  and  its  products.  According  to  the  testimony  of 
J.  Howard  Pew,  president  of  the  Sun  Oil  Co.,  the  relative  cost  per  ton-mile  by 
different  transportation  facilities  were  as  follows : 

Cost  per  mile 

Transportation  facility :  *"  ''^"'** 

Tankers  and  barges 0.063 

Crude  oil  lines -447 

Gasoline  pipe  lines -527 

Railroad 1-640 

Truck 4.873 
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RELATIVE  POSITION   OF   INDEPENDENTS   IN   DIFFERENT   BRANCHES    OF   THE 

PETROLEUM  INDUSTRY 

A  number  of  companies  that  were  termed  "independents"  15  or  20 
years  ago  are  usually  referred  to  today  as  "majors."  For  example,  the 
Texas  Co.,  which  was  a  comparatively  small  independent  company 
prior  to  1910,  now  distributes  gasoline  over  a  larger  territory  than 
any  other  company,  sells  in  each  State  and  the  District  of  Columbia, 
and  was  the  largest  distributor  of  gasoline  in  1938  in  the  Texas- 
Oklahoma  territory;  also  Pure  Oil  Co.,  Sun  Oil  Co.,  and  Gulf  Oil 
Corp.  were  comparatively  small  independents  at  that  time  and  today 
are  classed  as  "majors." 

PRODUCTION  OF  CRUDE  PETROLEUM 

Independent  companies  are  far  more  important  in  the  producing 
branch  of  the  industry  than  in  refining  or  marketing.  In  1938,  eight 
Standard  companies  had  22  percent  of  the  country's  production,  and 
11  other  "major"  companies  produced  a  little  over  25  percent,  leaving 
53  percent  for  all  other  (5,292)  corporations  in  1938,  and  the  hun- 
dreds of  unincorporated  small  operations.  In  1940,  in  addition  to 
the  many  hundreds  of  individuals  who  own  oil  wells  there  were  4,444 
corporations  engaged  in  producing  crude  petroleum  and  natural  gas. 
Of  this  number  1,813,  or  40  percent,  reported  net  income,  and  2,631, 
or  60  percent,  reported  no  net  income  or  losses.  The  annual  sales  of 
the  corporations  having  a  profit  averaged  $186,300,  and  their  average 
net  profits  were  $38,290,  while  the  60  percent  reporting  losses  had 
average  annual  sales  of  $86,500  and  average  losses  of  $22,400.  On  a 
consolidated  basis,  i.  e.,  deducting  losses  from  profits,  the  4,444 
corporations  had  net  profits  of  only  $10,512,000  in  1940,  an  unusually 
prosperous  prewar  year,  or  an  average  of  $2,366  per  corporation.  The 
showing  for  1940  was  more  favorable  than  for  other  recent  years, 
whereas  40  percent  of  all  producing  companies  reported  profits  in 
1940,  only  33.8  percent  had  j)rofits  in  1939,  and  37  percent  in  1938. 
Moreover,  the  number  of  active  corporations  engaged  in  producing 
crude  petroleum  decreased  from  5^311  in  1938,  to  4,444  in  1940,  a 
decrease  of  18  percent. 

PETROLEUM  PIPE  LINES 

Nine  standard  companies  owned  over  32  percent  of  the  crude  petro- 
leum pipe  lines  in  1938  and  nearly  40  percent  of  the  refined  products 
pipe-line  mileage.  Twelve  other  "major"  companies  had  39.7  percent, 
and  54.6  percent  of  the  gasoline  pipe-line  mileage.  This  left  approxi- 
mately 28  percent  of  the  crude  mileage  and  less  than  6  percent  of  the 
refined  products  pipe-line  mileage  for  all  of  the  smaller  independents 
for  their  53  percent  of  crude  production,  and  their  17  percent  of 
refinery  operations. 

WATER  TRANSPORTATION 

As  already  stated,  shipment  of  crude  petroleum  and  refined  petro- 
leum products  by  water  is  far  cheaper  than  even  by  pipe  lines. 
Whereas,  because  of  lower  cost  of  transportation  the  overland  move- 
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ment  of  crude  petroleum  and  refined  petroleum  products  has  been 
primarily  by  pipe  line  in  preference  to  rail,  the  transportation  by 
water,  or  a  combination  of  pipe-line  and  water  transportation,  has  been 
used  wherever  feasible  for  shipment  from  production  areas  to  refineries 
located  near  large  consuming  centers  of  refined  products.  Often  such 
shipments  have  been  in  such  combination  from  producing  fields  hun- 
dreds of  miles  from  Gulf  ports  and  thence  by  coastwise  tankers  to 
North  Atlantic  ports.  For  example,  from  1930  to  1939  the  proportion 
so  shipped  ranged  from  about  49  to  57  percent. 

Just  prior  to  World  War  II,  tanker  rates  for  light  crude  petroleum 
shipments,  from  the  Gulf  to  North  Atlantic  ports,  fluctuated  from  a 
low  of  15  cents  per  barrel  in  1939  to  a  high  of  59  cents  per  barrel  at 
the  close  of  1940,  with  an  average  of  about  22.9  cents  a  barrel  for  1939 
and  40.7  cents  in  1940.  The  continued  high  tanker  rates  during  1940 
resulted  in  resumi^tion  of  the  cross-country  movement  of  crude  petro- 
leum from  Mid-Continent  oil  fields  to  the  eastern  seaboard.  For 
example — 

*  *  *  the  pipe-line  rate  from  Gushing,  Okla.,  to  Philadelphia,  at  the  end 
of  1940,  was  57  cents  per  barrel  compared  with  a  combined  rate  of  84  cents  for  a 
combination  pipe  line-tanker  movement  (25  cents  a  barrel  for  the  pipe-line  move- 
ment from  Gushing  to  a  Gulf  port  and  59  cents  a  barrel  for  the  tanker  move- 
ment from  the  Gulf  port  to  Philadelphia).  As  Gulf  coast  and  Mid-Continent 
crude  constituted  82  percent  of  total  runs  of  crude  petroleum  to  stills  in  east 
coast  refineries  during  1939,  the  most  economical  method  of  transportation  was 
an  important  factor.  However,  most  of  the  coastwise  tankers  were  owned  by 
the  major  oil  companies  and  therefore  the  higher  tanker  rates  would  affect 
directly  only  those  companies  chartering  tankers.  ^ 

*  *  *  It  is  evident  that  large  eastern  refining  companies  which  owned 
and  operated  tankers  possessed  a  distinct  advantage  in  transportation  cost  over 
competitors  who  depended  on  chartered  tankers  or  other  methods  of  transporting 
crude  petroleum  and  its  products  to  the  Atlantic  seaboard  whenever  there  was  a 
sharp  advance  in  rates  for  chartered  tonnage.  ^ 

Two  principal  factors  tend  to  account  lor  the  location  of  important  refineries 
near  large  consuming  centers  rather  than  in  crude  oil  producing  areas.  The 
first  is  that  a  long  haul  of  crude  oil  by  water  or  by  pipe  line  is  cheaper  than  a 
long  haul  by  rail  of  either  crude  petroleum  or  its  refined  products.  The  second 
is  the  necessity  of  marketing  large  volumes  of  byproducts  resulting  from  tech- 
nological developments  in  refining  gasoline.  Consequently,  many  large  refineries; 
are  strategically  located  at  or  near  large  consumption  centers,  especially  on  the^ 
Atlantic  coast,  on  the  Great  Lakes,  or  on  important  inland  waterways  rather 
than  at  or  near  the  constantly  shifting  crude  oil  producing  areas.  The  transpor- 
tation advantages  of  refineries  so  located  has  tended  to  limit  the  markets  of 
producing-area  refineries  to  areas  within  which  the  latter's  transportation  costs 
for  refined  products  are  not  materially  greater  than  the  sum  of  back-haul  pipe- 
line or  water  transportation  of  crude  oil  plus  the  back-haul  transportation  cost 
for  refined  products  from  consumption-area  refineries.  '■' 

REFINERY  OPERATIONS 

Eight  Standard  companies  ran  about  40  percent  of  the  crude  oil 
refinery  runs  in  1938  and  11  other  major  companies  approximately 
42.5  percent.     This  left  about  17  percent  for  all  other  companies. 

'  Federal  Trade  Commission  Report  on  Distribution  Methods  and  Costs,  Part  IV — 
Petroleum  Products,  Automobiles,  Rubber  Tires,  Electrical  Household  Appliances,  and 
Agricultural  Implements,  p.  36. 

-  IMd,  p.  37. 
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DECIiIXE  IX  IZVIPORTANCE   OF  IXDEPEXDEXT  MARKETERS 

There  was  marked  decline  in  the  proportion  of  gasoline  sold  by  in- 
dependent marketers  from  1926  to  1938,  as  shown  by  the  following 
tabulation : 


Marketing  territory 


Major  companies 


1938 


Num- 
ber 


Per- 
cent 


Xum- 
ber 


Per- 
cent 


Independents 


1938, 
percent 


1926, 
percent 


Socony- Vacuum 

Standard  Oil  Co.  (New  Jersey) 

Atlantic  Refining  Co 

Standard  Oil  Co.  (Ohio) 

Standard  Oil  Co.  (Indiana) 

Standard  Oil  Co.  f Kentucky).. 
Standard  OO  Co.  of  Louisiana. 

Magnolia  Petroleum  Co 

Standard  Oil  Co.  (Nebraska;.. 

Continental  Oil  Co 

Standard  OU  Co.  of  California. 


90.50 
95.02 
94.49 
80.78 
76.01 
90.11 
8S.97 
70.02 
73.89 
80.12 
80.04 


7a  3 

88.6 
84.9 
72.4 
62.9 
79.3 
67.6 
52.5 
57.5 
76.7 
83.2 


9.50 
4.98 
5.51 
19.22 
23.99 
9.89 
11.03 
29.98 
26.11 
19.88 
19.96 


21.70 
11.40 
15.10 
27.60 
37.10 
20.70 
32.40 
47.50 
42.50 
23.30 
16.80 


The  companies  classed  as  "majors"  marketed  1  percent  or  more  of 
the  gasoline  sokl  in  each  of  the  11  marketing  territories.  In  general, 
the  independents  experienced  smaller  losses  in  territories  contiguous 
to  crude  petroleum  production,  and  in  one  area,  namely,  the  Pacific 
Coast  States,  gained  both  in  the  quantity  sold  and  in  the  proportion 
of  total  sales.  In  Standard  Oil  Co.  (Xew  Jersey),  and  Atlantic  Re- 
fining Co.  territories  their  proportion  of  the  total  was  reduced  to  5.51 
percent  and  4.98  percent,  respectively.  In  the  Socony  Vacuum  Oil 
Co..  Atlantic  Refining  Co..  Standard  Oil  Co.  (Kentucky),  Standard 
Oil  Co.  of  Louisiana,  and  Standard  Oil  Co.  (Nebraska),  the  quantity 
sold  by  independents  in  193S  was  also  less  than  1926,  and  in  the  Stand- 
ard Oil  Co.  (Xew  Jersey)  territory  the  increase  was  only  706  barrels 
out  of  an  increase  for  the  territory  of  32,230,429  barrels. 

From  1926  to  1938  the  proportion  of  the  comi^anies  selling  1  per- 
cent or  more  of  the  gasoline  inci^eased  from  73.02  percent  of  the  United 
States  total,  to  79.9  percent,  or  nearly  7  points  percent,  while  the  pro- 
portion for  all  other  marketers  decreased  from  26.98  percent  to  20.01 
percent. 

The  CiiALRiLAX.  This  emphasizes  the  point  made  by  Mr.  Dow. 

Mr.  England.  Exactly. 

The  Chaxr^lan.  That  non-Standard  units — that  is  to  say,  units 
which  were  independent  of  the  Standard — became  "majors''  in  the 
course  of  years. 

Mr.  EnCtLant).  That  is  correct.  Another  factor,  Mr.  Chairman, 
that  Mr.  Dow  did  not  touch  on.  is  the  fact  that  Standard  companies 
have  gone  into  territories  that  formerly  they  did  not  sell  in.  [Re- 
suming :] 


changes  in  marketing  opep^a.tions  in  ditferent  aeeas 

From  1926  to  1938  there  was  a  marked  change  in  the  proportion  of 
gasoline  sold  by  the  large  companies  individually,  in  each  of  the  11 
marketing  territories  in  which  the  Standard  Oil  Co.  (New  Jersey) 
or  one  of  its  subsidiaries  held  a  dominating  position  prior  to  the 
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Standard  Oil  Co.  dissolution.  Down  through  1926  a  former  Standard 
company  remained  the  largest  seller  and  the  market  leader  in  each 
territory,  but  by  1938  there  was  a  marked  change..  For  example, 
Socony- Vacuum  Oil  Co.  had  46.1  percent  of  sales  in  its  territory  in 
1926  and  24.28  percent  in  1938;  Standard  Oil  Co.  (New  Jersey)  43.2 
percent  in  its  territory  in  1926  and  28.26  percent  in  1938;  Atlantic 
Refining  Co.,  44.5  percent  in  1926  and  21.89  percent  in  1938 ;  Stand- 
ard Oil  Co.  (Ohio),  37.6  percent  in  1926  and  23.92  in  1938;  Standard 
Oil  of  Indiana,  35.5  percent  in  1926  and  20.05  in  1938 ;  Standard  of 
Kentucky,  33.3  percent  in  1926  and  23.76  in  1938 ;  Standard  of  Louisi- 
ana, 35.5  percent  in  1926  and  24.58  percent  in  1938 ;  Magnolia  Petro- 
leum Co.,  18.1  in  1926  and  13.03  percent  in  1938;  Standard  of  Ne- 
braska, 23.6  percent  in  1926  and  9.45  in  1938;  Continental  Oil  Co., 
47.2  percent  in  1926  and  18.04  in  1938 ;  and  Standard  Oil  Co.  of  Cali- 
fornia, 28.7  percent  in  1926  and  17.75  in  1938.  In  every  case  these 
percentages  were  on  a  larger  volume  in  1938  than  in  1926;  and,  ex- 
cept on  the  Pacific  coast,  the  increase  went  to  other  major  marketers 
that  had  extended  their  operations  territorily. 

For  example,  eight  major  companies  extended  their  marketing 
activities  to  the  territory  formerly  dominated  by  Standard  Oil  Com- 
pany (Indiana)  during  the  13-year  period  1926  to  1938.  Meanwhile, 
Standard  Oil  Company  (Indiana)  extended  its  gasoline  sales  to  new 
territories  such  as  that  of  Socony-Vacuum  Oil  Co.,  Standard  Oil  Co. 
(New  Jersey),  Atlantic  Refining  Co.;  Standard  Oil  Co  (Ohio); 
Standard  Oil  Co.  (Kentucky) ;  Standard  Oil  Co.  (Louisiana)  ; 
Magnolia  Petroleum  Co. ;  Standard  Oil  Co.  of  Nebraska ;  and  Con- 
tinental Oil  Co. — in  fact,  into  each  of  the  marketing  areas  except  on 
the  Pacific  coast.  Its  sales  outside  of  its  former  territory  were  greater 
than  within,  28,404,969  barrels  compared  with  19,858,976  barrels. 

DISTRIBUTION  OF  PETROLEUM  PRODUCTS  BY  WHOLESALE  COOPERATIVES 

A  rather  recent  development  in  the  distribution  of  refined  petro- 
leum is  the  wholesale  cooperative.  Coinciding  with  the  rapid  increase 
in  the  use  of  petroleum  power-driven  farm  machinery,  during  the 
period  1929-39,  the  number  of  wholesale  cooperatives  handling  petro- 
leum products  increased  from  8  to  23  and  their  sales  increased  seven- 
fold. In  1939  the  value  of  their  petroleum  sales  aggregated  approxi- 
mately $26,000,000  compared  with  a  national  total  of  $3,807,908,000 
for  the  30,825  bulk  stations  in  the  United  States,  or  less  than  seven- 
tenths  of  1  percent.  ^ 

Wholesale  cooperatives  are  organized  generally  on  a  regional  basis,  including 
one  or  more  states,  and  represent  the  central  purchasing  organization  for  local 
member  cooperatives.  It  is  estimated  that  there  were  about  1,400  local  retail 
petroleum  cooperative  associations  at  the  end  of  1039.  Most  of  the  regional 
cooperatives  furnish  central  warehousing  facilities,  four  wholesale  cooperatives 
also  manufacture  lubricating  oils  and  greases,  and  two  operate  oil  refineries 
supplying  their  member  associations  with  gasoline,  kerosene,  tractor  fuel,  and 
fuel  oils. 

RETAIL  DISTRIBUTION 

According  to  the  Bureau  of  the  Census  of  the  United  States  De- 
partment of  Commerce  there  were  241,858  gasoline  retail  service 

1  Federal  Trade  Commission  Report  on  Distribution  Methods  and  Costs,  Part  IV — 
Petroleum  Products,  Automobiles,  Rubber  Tires,  Electrical  Household  Appliances,  and 
Agricultural  Implements,  p.  61. 
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stations  in  the  United  States  in  1939,  which  was  a  gain  of  99.04  per- 
cent over  1929 ;  the  vakie  of  their  sales  increased  from  $1,787,423,000 
in  1929,  to  $2,822,495,000  in  1939,  or  57.91  percent.  In  1938,  the  last 
year  for  which  information  is  available,  18  major  oil  companies  op- 
erated 69,666  service  stations,  or  about  28.8  percent  of  the  total.  It 
seems  probable  there  was  little  change  in  1939. 

In  1939  there  were  1,962  corporations  engaged  in  operating  service 
stations  that  reported  to  the  United  States  Bureau  of  Internal  Rev- 
enue. This  would  indicate  that  by  far  the  greater  number  are 
operated  by  individuals,  or  partnerships.  Of  the  1,962,  only  669,  or 
34.1  percent,  reported  a  profit  and  1,293,  or  65.9  percent,  reported  no 
profit  or  deficits.  The  results  for  1940,  an  unusually  prosperous 
peacetime  year,  were  1,009,  or  43.7  percent,  reporting  profits,  and 
1,297,  or  56.3  percent,  reporting  no  profit  or  losses.  In  the  more 
prosperous  year  1940  the  average  profit  reported  by  the  companies 
reporting  a  profit  was  $9,193,  and  the  average  losses  of  the  56.3  percent 
reporting  no  profit  or  deficits  was  $1,380.  In  1939  the  averages  were 
$11,345  profit  for  34.1  percent  reporting  profits  and  the  average  loss 
$1,390  for  those  reporting  no  profit  or  losses. 

The  Chairman.  In  the  previous  paragraph  you  gave  a  comparison 
of  the  number  of  stations,  retail  service  stations,  in  1929  and  in  1939. 

Mr.  England.  Yes,  sir. 

The  Chairman.  Then,  as  of  1938,  you  gave  us  the  number  of 
service  stations  operated  by  major  oil  companies  and  the  percentage 
of  the  total. 

Mr.  England.  That  is  correct. 

The  Chairman.  But  there  is  no  comparable  figure  for  1929. 

Mr.  England.  1939? 

The  Chairman.  No  ;  there  is  no  comparable  figure  for  1929.  You 
have  the  comparison  above,  you  see. 

Mr.  England.  Mr.  Chairman,  I  may  be  able  to  get  that  for  1915  and 
possibly  1926. 

The  Chairman.  In  other  words,  you  show  that  there  was  a  total 
over-all  gain  of  99.04  percent  of  service  stations  in  the  United  States 
in  that  10-year  period. 

Mr.  England.  That  is  correct. 

The  Chairman.  But  there  is  no  means  of  telling  what  the  gain  of 
the  major  oil  companies  was  in  that  period. 

Mr.  England.  That  is  correct.  I  overlooked  that.  Possibly  I  can 
furnish  that  information. 

The  Chairman.  I  think  that  will  be  helpful. 

Mr.  England.  If  I  can  find  it,  I  will  do  so.     [See  infra,  p.  564.] 

The  Chairman.  Very  well. 

Mr.  England  (resuming).  In  both  years,  of  course,  salaries  of 
officers  were  included  in  costs.  Combining  profits  or  losses  and  com- 
pensation of  officers,  the  results  would  be : 

1940  1939 

Companies  reporting  profits $12,  988        $15,  743 

Companies  reporting  losses 845  597 

It  appears  from  this  sample  that  independent  dealers  do  not  fimd 
retailing  gasoline,  lubricants,  and  other  products  highly  profitable. 
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PROFITS    OF   REFINERS    AND    MARKETERS 

In  1940,  the  last  full  prewar  year.  40  petroleum  refining  and  mar- 
keting companies,  representing  large,  medium-sized,  and  small  cor- 
porations, had  net  sales  of  $4,918,417,108,  of  which  $4,685,442,703, 
or  95.26  percent,  were  in  the  domestic  market,  and  the  remainder, 
$233,974,405,  or  4.74  percent,  were  exports.  The  aggregate  total 
investment,  value  of  stocks,  long-time  debt,  surplus  and  surplus  re- 
serves, was  $7,649,649,000.  Average  net  sales  per  company  were 
$125,460,428,  and  average  per  company  total  investment  was  $191,- 
241,225.  For  the  40  corporations  the  net  profit  per  dollar  of  sales 
was  9.7  cents  and  the  average  profit  on  the  total  investment,  less 
reported  appreciation.  7.29  percent.  The  average  rate  of  profit  on 
the  total  investment,  before  and  after  payment  of  Federal  income 
taxes,  by  size  groups,  was  as  follows : 


Group  with  assets— 

Number  of 
companies 

Average  rate  of  return 
before  and  after  pay 
ment  of  Federal  in 
come  taxes 

Before,  per- 
cent 

After,  per- 
cent 

Under  $4,000,000 

7 
7 
9 
8 
9 

2.75 
7.37 
7.04 
6.20 
7.56 

2.14 

$4,000,000  to  $10,000,000 

5.63 

$10,000,000  to  $100,000,000 

5.81 

$100,000,000  to  $300,000,000 

5  36 

Over  $300,000,000 

6.35 

Total 

40 

7.29 

6. 14 

The  nine  large  petroleum  refining  and  marketing  corporations  had 
the  highest  profits  both  before  and  after  taxes,  and  the  group  of 
smallest  corporations  the  lowest.  In  fact,  the  rate  of  return  of  the 
small  independent  refiners  was  onl}^  approximately  one-third  of  that 
of  the  large  group. 

APPROXIMATE  DISTRIBUTION  OF  THE  CONSUMER'S  DOLLAR  FOR  GASOLINE 
AND  LUBRICATING  OILS 

It  is  common  knowledge  that  service  station  operators  quite  gen- 
erally handle  automobile  tires,  flushing  oils,  antifreeze  materials  and 
numerous  other  minor  products,  and  also  frequently  repair  automobile 
tires,  etc.,  in  addition  to  selling  gasoline  and  lubricating  oils.  Conse- 
quently, it  is  not  feasible  to  obtain  the  exact  cost  of  their  distribution. 
Moreover,  few,  if  any,  gasoline  and  lubricating  oil  refiners  and  mar- 
keters make  all  of  their  sales  to  wholesalers  or  to  retail  dealers. 

The  net  sales  for  the  16  refiners  reporting  their  sales  through  whole- 
salers aggregated  $54,199,531,  or  an  average  of  $3,387,471  per  company, 
and  the  aggregate  sales  of  refiners  selling  to  all  classes  of  customers, 
but  largely  to  retail  dealers,  was  $1,028,594,418,  or  $73,471,030  per 
company.  Consequently  the  results  below  show  the  facts  with  respect 
to  large  and  small  refiners.  The  wholesale  and  retail  dealer  informa- 
tion was  taken  from  income  tax  returns  for  corporations  operating  in 
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all  parts  of  the  country.  The  sample  of  refiners  and  marketers  is 
heavily  Tveigiited  with  corporations  operating  in  the  central  part  of 
the  United  States  and  in  California ;  however,  the  bulk  of  retail  busi- 
ness is  in  gasoline  sales,  and  lubricating  oils  are  a  highly  important 
part  of  eastern  small  refiners  sales. 

Approximate  average  distribution  of  the  consumer's  dollar  for  gasoline  and 

lubricating  oils 


Item 

Distrib- 

uted 
through 
whole- 
salers 

Sales 
mainly 
through 
retailers 

Cost  to  retailer ■. .  

Cents 
50.  53 

7.51 
15.41 
23.90 

.62 
1.03 
1.00 

Cents 
51.92 

Cost  of  distribution: 

Refiner 

21.18 

Wholesaler 

Retailer .-  -  -_ -. 

23.90 

Net  profit  before  Federal  income  taxes: 

Refiner 

2.00 

Wholesaler --- 

RetaOer    .                   .                      . 

1.00 

Total  cost  to  consumer ...  -..    .. 

100. 00 

100.00 

The  cost  to  the  retailer  includes,  of  course,  the  cost  of  transporta- 
tion. Data  are  not  available  to  show  separately  this  important  item 
of  cost. 

These  comparisons  show  that  the  large  refiners,  by  assuming  the 
wholesale  distribution  costs,  were  able  to  increase  their  net  average 
profits  by  thirty-five  one-hundredths  of  a  cent  per  dollar  of  sales  over 
the  combined  average  profits  of  the  smaller  refiners  and  the  whole- 
salers. The  average  cost  of  distribution  for  the  large  refiners  was 
21.18  cents  per  dollar  of  sales,  compared  with  22.92  cents  per  dollar 
of  sales  for  the  combined  small  refiners  and  wholesalers. 

The  smaller  refiners  selling  through  wholesalers,  burdened  with  a 
higher  combined  distribution  cost,  sold  their  products  to  the  retailer 
at  prices  averaging  1.37  cents  per  dollar  of  sales  less  than  those  ob- 
tained by  their  larger  competitors.  Thus  the  larger  refiners  advan- 
tage rested  in  higher  average  prices  and  lower  average  distribution 
cost. 

The  Chaiemais^.  That  completes  your  statement? 

Mr.  Engi^nd.  That  is  all. 

The  Chairmax.  Thank  you  very  much,  Mr.  England. 

STATEMENT  OF  JAMES  A.  HOETON,  CHIEF  EXAMINER,  FEDERAL 
TRADE  COMMISSION 

Mr.  HoRTOx.  In  appearing  before  this  committee  I  desire  to  present 
for  its  consideration  a  brief  survey  of  controversial  marketing  prac- 
tices in  the  petroleum  industry.  These  questionable  practices  here 
presented  are  not  new  in  the  industry  and  I  may  say  that  I  presented 
these  at  quite  some  length  before  the  Temporary  National  Economic 
Committee  in  October  1939,  my  statement  appearing  in  volume  7, 
parts  16-17,  entitled  "Petroleum  Industry,"  to  which  reference  is 
made  herewith. 
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Prior  to  the  war  there  existed  a  number  of  practices  in  the  mar- 
keting of  gasoline,  hibricants,  fuel  oil,  tires,  and  motor  accessories, 
the  legality  or  illegality  of  which  was  in  issue.  These  practices,  stated 
generally,  are  as  follows : 

(1)  Unjustified  price  differences  and  discriminations. — Complaints 
have  been  numerous  that  the  major  oil  companies  and  other  sellers  of 
petroleum  products  were  illegally  discriminating  in  prices,  meaning 
by  illegal  that  the  price  difference  or  discrimination  was  unjustified 
and  was  attended  with  substantial  lessening  of  competition,  monopo- 
listic tendency  or  the  injury,  prevention  or  destruction  of  competition. 

These  discriminations  were  accomplished  in  several  ways,  as  for 
example,  {a)  split-account  differentials,  (6)  preferential  or  greater 
discomits  allowed  to  commercial  accounts  or  industrial  buyers,  (c) 
price  differences  based  on  volume  or  trade  classifications,  or  both,  {d) 
secret  rebates,  {e)  sales  below  cost,  (/)  leasing  service  stations  at 
alleged  low  and  inadequate  rentals,  and  {g)  granting  of  courtesy  or 
credit  card  service  to  100-percent  stations  or  accounts  only. 

(2)  Use  of  tying  and  exchmve  dealing  contracts. — Considerations 
which  arose  under  this  broad  heading  were  infinite  in  variety,  extend- 
ing all  the  way  from  the  "lease  and  agency"  relationship  to  the 
straight  sales  contracts  containing  the  provision  that  the  vendee  will 
not  deal  in  any  competitive  petroleum  product  or,  indeed,  any  product 
not  satisfactory  to  the  vendor. 

It  has  been  alleged  that  there  are  two  main  objectives  of  the  supplier 
in  marketing  gasoline  and  lubricants:  {a)  The  confinement  of  the 
service-station  retailer  to  its  own  products,  and  other  products  satis- 
factory to  it,  and  (b)  the  fixing  of  the  spread  between  the  price  paid 
by  the  retailer  and  the  price  to  be  charged  to  the  public. 

"Shortly  before  the  war  and  at  least  on  the  eastern  seaboard,  the 
major  companies  abandoned  the  latter,  (5),  but  sought  to  maintain 
condition  {a).  The  State  chain-store  tax  laws  and  social-security 
obligations  created  a  difficult  problem  for  the  large  oil  companies,  and 
they  receded  progressively  from  the  possession  or  ownership  of  retail 
stations  operated  by  themselves  in  their  own  names. 

(3)  Retail  price  fixing  in  gasoline. — All  marketing  companies  main- 
tain a  fixed  differential  for  premium  or  high-test  gasoline.  Most 
premium  gasolines  are  manufactured  by  a  patented  process  which 
makes  use  of  tetraethyl  lead,  the  patents  being  owned  and  licensed  by 
the  Ethyl  Corp.  A  few  high-test  brands  are  manufactured  without 
the  use  of  the  ethyl  patents.  A  fixed  differential  of  2  cents  per  gallon 
above  regular  gasoline  is  usually  provided  for  in  the  licensing 
arrangements  between  the  owner  of  ethyl-gasoline  patents  and  its 
licensees.    Other  high-test  brands  maintain  the  same  differential. 

The  retail  marketers  purchase  their  gasoline  and  other  petroleum 
products  at  prices  which  are  very  similar  if  not  uniform.  Charges  of 
illegal  agreements  between  retailers  seeking  to  secure  for  themselves 
a  definite  and  fixed  margin  between  tank-wagon  price  and  the  retail 
price  are  generally  found  to  be  collateral  with  controlled  margins  as 
influenced  or  brought  about  by  direct  requirements  of  the  large  market- 
ing companies. 

Complaints  which  allege  intimidation,  coercion,  or  other  oppressive 
tactics  employed  by  large  marketers  against  retailers  have  been 
received.    They  take  the  form  of  claims  that  retail  leases  have  been 


534  THE   INDEPENDENT  PETROLEUM   COMPANY 

arbitrarily  canceled  without  reason,  petroleum  supplies  have  been 
refused,  harmful  business  conduct  has  been  dictated  to  lessee  retailers 
and  independent  retailers. 

The  Commission  has  also  received  several  types  of  complaints  from 
consumers  of  fuel  oil  and  those  interested  in  fuel-oil  marketing. 

(4)  Advertising  loith  legard  to  the  grade^  quality^  utility,  and 
other  characteristics  of  gasoline  and  lubricants. — Claims  for  the 
quality,  utility,  greater  mileage,  and  so  forth,  of  branded  gasoline  and 
lubricants  have  appeared  in  all  advertising  media.  Frequent  com- 
plaints have  been  made  that  these  claims  and  representations  were  in 
whole  or  in  part  false.  The  Commission  investigated  complaints  of 
this  character  and  has  secured  a  number  of  stipulations  and  issued 
several  cease  and  desist  orders  against  such  practices. 

(5)  Contracts  with  tire  and  motor-accessories  manufacturers. — The 
files  of  the  Commission  reveal  that  many  of  the  large  oil  companies 
had  contracts  with  manufacturers  of  tires,  batteries,  automobile  lamps 
and  other  accessories,  and  preferential  treatment  of  the  major  market- 
ing companies  by  tire  companies  and  others  has  been  dealt  with  by 
formal  procedure  of  the  Commission  and  by  investigation. 

(6)  Pump  and  tank  eqiii'pment  as  leased.,  sold.,  or  loaned  hy  mar- 
keters of  gasoline  and  lubricants. — In  Federal  Trade  Commission  v. 
Sinclair  Refining  Company  et  al.,  (261  U.  S.  463) ,  decided  in  1923,  the 
Commission,  in  substance,  charged  that  it  was  an  unfair  method  of 
competition  for  a  large  marketer  o,f  gasoline  to  loan  or  lease  pump 
and  tank  equipment  to  retail  dealers,  upon  the  condition  or  agreement 
that  the  dealer  would  not  use  the  equipment  for  distributing  the 
products  of  competitors.  The  Supreme  Court,  in  passing  on  the  case, 
stated  that  the  practice  did  not  restrain  the  commerce  involved  in  an 
undue  manner  and  that  it  did  not  constitute  unfair  competition  within 
the  meaning  of  the  Federal  Trade  Commission  Act  or  under  the  pro- 
visions of  the  Clayton  Act. 

Since  this  ruling,  all  marketing  companies  have  made  use  of  the 
decision  in  divers  ways.  Some  of  the  major  companies  allegedly  sold 
pump  and  tank  equipment  at  preferential  prices  made  possible  by 
special  contracts  with  the  equipment  manufacturers;  some  allegedly 
loaned  the  equipment  outright  and  still  others  made  arrangements 
whereby  dealer  customers  allegedly  could  purchase  from  the  manu- 
facturer at  what  seemed  to  be  preferential  prices. 

Two  types  or  phases  of  competition  are  involved :  First,  pump-and 
tank-equipment  manufacturers  and  their  wholesale  dealers  who  seek 
business  from  retail  gasoline  distributors  allegedly  were  injured  by 
discriminatory  advantages  given  to  purchasers  by  or  through  the  oil 
company.  Second,  the  provision  o,f  free  equipment  or  equipment  at 
favored  prices  by  large  companies  in  conjunction  with  the  sale  of 
gasoline  and  other  petroleum  products  affects  the  competition  between 
rival  oil  marketers.  Not  only  is  pump  and  tank  equipment  involved, 
but  also  service-station  and  shop  equipment,  such  as  lifts,  grease  guns, 
air  compressors,  electric  signs,  et  cetera. 

In  connection  with  the  question  of  equipment  as  loaned  or  sold  by 
the  principal  marketing  companies,  the  following  phases,  if  now  in 
existence,  would  appear  to  require  study  and  consideration:  {a)  The 
practice  of  selling  equipment  and  relating  the  sale  to  gallonage ;  i.  e., 
payment  to  be  made  at  a  stipulated  rate  per  gallon  or  any  similar 
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arrangement;  (5)  marketing  companies'  interest  in,  contract  with,  or 
ownership  of  manufacturers  of  pump,  tank,  greasing,  and  other  equip- 
ment; and  ((?)  price  discrimination  as  allegedly  practiced  by  the 
equipment-manufacturing  companies  and  the  large  petroleum  prod- 
ucts marketers. 

(7)  Exchange  or  intersale  of  gasoline  hy  major  marketers. — It  has 
heretofore  been  established  that  there  is  an  extensive  exchange  of 
gasoline  between  the  major  marketing  companies.  Gasoline  so  ex- 
changed is  not  usually  processed  further  by  either  party  to  the 
exchange  and  is  sold  under  the  brand  names  of  the  respective  market- 
ing companies  who  are  the  recipients  under  the  exchange. 

The  exchange  account  is  kept  in  barrels  of  gasoline  and  not  in  dollars. 
If  adjustment  is  necessary  at  the  end  of  any  stated  period,  it  is  made 
on  the  basis  of  current  prices.  With  respect  to  the  practice  as  a  factor 
in  the  retail  marketing  of  gasoline,  two  considerations  arise.  First, 
with  resj)ect  to  advertising  and,  second,  with  respect  to  the  practice 
as  it  extends  the  range  of  selling  activity  of  each  company. 

The  customer  who  prefers  and  regularly  purchases  one  or  another 
of  the  branded  gasolines  believes  that  the  products  possess  certain 
qualities,  characteristics,  or  merit  not  found  in  competing  brands. 
Therefore,  he  purchases  his  gasoline  requirements  from  the  company 
of  his  choice  in  the  belief  that  he  is  obtaining  a  product  manufactured 
by  that  company.  The  practice  just  described  defeats  at  least  the  last 
referred  to  assumption  of  the  customer ;  namely,  that  the  gasoline  is 
manufactured  by  a  particular  company  and  contains  all  the  charac- 
teristic qualities  set  forth  in  that  company's  advertising. 

Because  of  the  scarcity  of  petroleum  products  and  the  rationing  of 
gasoline  no  complaints  of  any  consequence  were  received  from  either 
marketers  or  consumers  during  the  War  emergency,  and  there  was  no 
apparent  need  for  investigations  within  the  petroleum  industry. 
However,  with  the  return  of  adequate  supplies  of  such  products  for 
civilian  consumption,  and  the  restoration  of  competition  among  the 
producers,  refiners,  wholesalers  and  retailers  of  petroleum  products, 
there  necessaril}^  has  arisen  need  for  investigation  looking  to  the  cor- 
rection of  any  law  violations  now  engaged  in  or  about  to  be  engaged  in. 

The  independent  retailer,  as  well  as  the  independent  wholesaler, 
because  of  these  alleged  practices  is  becoming  deeply  concerned  with 
his  future  in  the  sale  and  distribution  of  petroleum  products,  partic- 
ularly in  competition  with  those  integrated  companies  engaged  in 
production,  refining,  and  marketing. 

The  following  are  typical  of  complaints  which  have  been  received 
by  the  Commission  during  recent  months : 

Major  companies  allegedly  selling  automotive  parts  to  their  filling-station 
proprietors  at  discounts  which  are  greater  than  the  price  at  which  the  average 
jobber  is  able  to  sell  the  same  parts  to  these  dealers. 

Allegedly,  some  major  oil  companies  and  large  rubber  companies  have  entered 
into  arrangements  one  with  the  other  whereby  retail  service-stations  handling 
products  of  the  oil  company  will  handle  products  of  the  rubber  company  with 
whom  the  major  oil  company  has  entered  into  arrangement  exclusively — that 
is,  products  offered  by  the  rubber  company  will  be  handled  to  the  exclusion  of 
competitive  products  from  other  sources.  The  arrangement  is  reciprocal  in  that 
retail  outlets  handling  the  rubber  company's  products  will  in  turn  handle  the 
petroleum  products  of  the  major  oil  company. 

Complaints  concerning  major  oil  companies  engaged  in  marketing  as  well 
as  production  and  refining.     Such  companies  allegedly  take  advantage  of  this 
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integration  to  handicap  the  small  jobber,  by  paying  higher  rents  for  stations 
and  equipment  than  the  independent  can  afford,  etc. 

The  giving  of  secret  rebates  to  dealers  by  the  major  companies. 

Complaints  against  large  integrated  oil  companies  who,  through  affiliates 
or  associates,  extend  their  actual  business  beyond  the  boundaries  of  the  areas 
in  which  they  normally  /operate  through  the  issuance  of  credit  identification 
cards. 

Refusal  and  threats  of  refusals  to  supply  retailers  who  purchase  and  use 
certain  additives. 

A  number  of  independent  dealers  have  recently  complained  with 
respect  to  the  practices  of  the  major  oil  companies  as  follows: 

By  coercion,  threat,  and  intimidation  of  cancellation  of  lease,  the  dealer  is 
compelled  to  open  his  place  of  business  at  unprofitable  early  morning  hours 
and  remain  open  until  unprofitable  late  evening  hours. 

By  threat,  coercion,  and  intimidation  of  cancellation  of  lease,  he  is  compelled 
to  buy  other  than  manufactured  items  from  his  supplier.  The  supplier  is  act- 
ing as  a  jobber  for  parts  and  accessories  and  compels  the  dealer  to  buy  these 
parts  and  accessories  fr.om  his  leaseholder  despite  the  fact  that  many  times 
the  dealer  has  to  pay  more  for  these  items  than  he  could  buy  them  for  from 
other  sources. 

By  threat,  coercion,  and  intimidation  of  cancellation  of  lease,  the  supplier  in- 
sists on  increased  gallonage  sales  without  taking  into  consideration  strikes  stop- 
ping deliveries  from  the  supplier's  place  of  business,  fewer  people  driving,  par- 
ticularly defense  plant  workers  because  of  war  reconversion  adjustment. 

The  supplier  and  issuer  of  the  lease  also  is  creating  competition  among  his  own 
trade  by  opening  up  every  source  of  distribution  including  dilapidated  places 
that  have  been  closed  for  years,  also  taking  away  from  a  successful  dealer  the 
dealer's  fleet  accounts  by  supplying  these  accounts,  whom  the  dealer  has  built 
up,  at  the  dealer's  net  costs,  and  in  some  instances,  better  than  what  the  dealer 
gets. 

The  supplier  is,  and  there  is  no  other  category  that  you  can  place  him  in,  but 
the  status  of  his  actually  being  an  employer,  with  the  employee  furnishing  the 
money  to  operate  a  place  of  business  called  a  gasoline  station.  It  is  my  opinion 
that  by  some  phony  manipulation  or  interpretation  of  the  law,  the  supplier  does 
this  to  evade  the  full  responsibilities  in  operating  an  individual  gasoline  station. 
These  responsibilities  are  bookkeeping  of  taxes  due  the  Treasury  Department, 
bookkeeping  of  taxes  due  the  State  treasury  departments,  bookkeeping  of  social- 
security  collections  and  unemployment  benefits,  and  bookkeeping  of  lawsuits  that 
might  arise  out  of  accidents  in  the  gasoline  station. 

My  interest  and  the  interest  of  the  Commission  is  to  assist  by  means 
of  its  investigative  processes  and  factual  reports  in  the  establishment 
of  a  national  petroleum  policy  in  the  interest  of  national  security. 
Also  to  preserve  freedom  of  enterprise  and  private  initiative.  I 
believe  any  individual  has  the  right  to  enter  a  business  of  his  own 
choosing  and  in  carrying  on  that  particular  business,  he  is  entitled 
to  protection  against  all  unfair  or  monopolistic  practices  which  seek 
or  have  the  effect  of  hampering  that  individual  in  the  conduct  of  that 
business  or  which  destroy  that  opportunity  or  seek  to  destroy  the 
business  itself. 

The  Chairman.  There  are  no  other  witnesses. 

You  have  some  material  to  put  in  the  record,  Mr.  Eraser? 

Mr.  Fraser.  I  would  like  to  introduce  in  the  record  a  letter  dated 
March  23,  1946,  from  Mr.  W.  J.  Brundred  to  Capt.  Charles  P.  Fran- 
chot,  enclosing  an  elaboration  of  the  former's  testimony  in  relation 
to  air  and  gas  repressuring. 
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(The  letter  and  enclosure  referred  to  are  as  follows :) 

Bkundred  Oil  Corp., 
Oil  City,  Pa.,  March  23,  1946. 
Capt.  Charues  p.  Franchot, 

United  States  Navy  Department, 

Oil  Proonrement  Division,  Washington,  D.  C. 
Deab  Captain  E^banchot  :  Not  having  intended  to  appear  before  tlie  O'Maboney 
committee,  I  had  no  statement  prepared.    The  questions  you  aslied  me  were 
directed  to  developing  my  improved  methods  dealing  with  air  or  gas  repressuring, 
and  I  am  afraid  my  answers  gave  but  little  information. 

I  am  not  familiar  with  procedures  before  these  committees  and  doubt  whether 
a  witness  could  later  elaborate  on  any  statement  he  made  on  the  stand.  It 
might  be  possible,  however,  if  the  subject  matter  was  not  controversial,  and  I 
am  sending  the  enclosed  statement  to  you  which  you  might  introduce  into  the 
record  if  it  is  permissible  and  if  not,  it  will  at  least  give  you  some  information 
in  which  you  will  individually  be  interested. 
With  best  regards,  I  am, 
Yours  very  truly, 

W.  J.  Brundred. 
(Enclosure.) 

Flowing  of  Stripper  Wells  in  Venango  County,  Pa. 

In  the  oil  fields  of  Pennsylvania,  wells  have  been  producing  over  such  an 
extended  period  of  time  that  the  oil  sands  for  all  intents  and  purposes  have 
become  depleted  of  energy  in  the  form  of  sufiicient  gas  pressure  to  cause  the  wells 
to  produce  at  a  profitable  rate,  unless  measures  to  increase  reservoir  energy  are 
applied  by  the  injection  of  water,  gas,  or  air  into  the  oil-producing  formations. 

Water  fiooding  has  been  highly  successful  in  the  Bradford  field  in  the  northern 
part  of  the  State  but  has  met  with  but  very  little  success  farther  south.  Air 
and  gas  injection  is  the  method  used  in  the  field  south  of  Bradford.  This  latter 
method  heretofore  has  not  been  as  efficient  as  water  flooding,  principally  on 
account  of  channeling,  or  as  it  is  usually  termed,  "bypassing."  Bypassing  is 
the  result  of  a  tendency  of  the  injected  air  or  gas  to  travel  the  shortest  distance 
that  is  from  point  of  input  to  the  nearest  producing  well,  and  in  so  doing  sweeps 
the  oil  out  of  only  a  comparatively  narrow  strip  or  channel  and  thereafter 
continues  to  move  with  increasing  ineflSciency  along  this  channel  unless  means 
are  taken  to  prevent  it.  Previous  methods  used  to  correct  this  condition  were 
to  shut  off  the  input  for  a  i)eriod  of  time  or  to  let  the  producing  well  head  up 
with  a  sufficient  fluid  column  to  balance  the  gas  pressure  and  prevent  further 
ineffectual  escape  of  gas  from  the  reservoir.  Confining  the  gas  in  this  manner 
caused  it  to  seek  escape  through  some  other  well.  Another  method  was  the 
periodic  opening  and  later  closing  the  control  valve  on  an  injection  well.  This 
method  was  termed  "slugging."  During  the  period  the  vajve  was  shut  and  no 
air  was  being  injected  into  the  formation,  it  was  thought  that  oil  from  the 
saturated  area  would  move  in  to  the  channeled-out  area  and  to  some  extent, 
at  least,  retard  bypassing.  Occasionally,  but  not  always,  was  this  method  of 
any  benefit. 

Realizing  the  necessity  for  getting  away  from  the  direct  movement  of  air 
from  input  to  producer  and  in  an  attempt  to  secure  radial  movement  of  gas 
and  oil  into  each  producing  well,  we  concluded  that  the  control  should  be  at  the 
output  or  producing  well  and  that  this  control  might  best  be  secured  by  fiowing 
the  producing  well,  utilizing  the  reservoir  gas  volume  to  effectuate  the  flow. 
Any  flow  which  would  be  intermittent  and  not  continuous  would  permit  escape 
of  gas  from  the  formation  only  when  oil  was  being  ejected.  Reservoir  pressures 
would  build  up  between  flows  and,  thus  restored,  would  cause  a  radial  move- 
ment of  gas  and  oil  into  the  producing  well  when  pressure  in  the  well  bore  was 
suddenly  reduced  after  the  flow  was  completed.  We  felt  this  method  of  opera- 
tion would  result  in  a  conservation  of  the  air,  a  lower  oil-gas  ratio,  and  a  more 
eflicient  use  of  the  injected  air,  since  the  continuous  escape  of  gas  at  approxi- 
mately atmospheric  or  field  gas  line  pressures  would  be  prevented. 
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The  results  obtained  seem  to  bear  out  the  theory  and  point  to  a  much  more 
efficient  operation  which  conceivably  could  cause  a  revision  in  methods  in  air 

or  gas  repressuring  operations  in  the  field  south  of  Bradford. 

We  formerly  looked  on  the  in.ieL'tion  uf  air  or  gas  as  an  ""air-gas  drive."  Our 
conception  of  this  has  now  changed.  We  now  have  a  "pressure  restoration"  and 
thereafter  "pressure  maintenance." 

I  will  not  at  this  time  go  into  the  detail  of  how  the  wells  are  equipped  except 
to  say  converting  a  former  pumping  well  to  flow  is  quite  inexpensive.  A  stuffing 
box  used  as  a  packing  gland  between  the  1-  ami  2-iiich  pipe,  a  string  of  1-inch  pipe, 
and  a  2-  by  6% -inch  leather  cup  and  packer  of  the  same  size  is  the  only  addi- 
tional equipment  we  use  at  the  well.  As  a  credit  against  this  cost  is  the  value 
of  the  working  barrel,  valves  and  sucker  rods  withdrawn  from  the  well,  as  well 
as  the  surface  equipment  consisting  of  pumping  jacks,  pull  rods,  gas  engines, 
power  houses,  and  so  forth.  A  technical  paper  covering  this  subject  was  pre- 
pared by  Mr.  Robert  B.  Bossier,  our  engineer,  and  was  presented  at  the  midyear 
directors'  meeting  of  the  Independent  Petroleum  Association  of  America  in 
AprJl  of  1944.  Full  details  as  to  equipment  and  analysis  of  various  conditions 
affecting  flow  were  covered  in  Mr.  Bossier's  paper,  I  am,  therefore,  merely 
confining  this  statement  to  a  brief  outline  of  the  tlieory  involved  and  the  ad- 
vantages obtained  by  flowing. 

Our  operating  conditions  prior  to  the  flowing  experiment  were  as  follows: 

Injection  pressures,  except  on  a  few  wells  which  were  purposely  reduced, 
were  325  poitnds  per  square  inch.  Outlet  pressures  on  the  producing  wells  were 
the  pressures  prevailing  on  our  field  gas  lines,  not  exceeding  3  or  4  x>ounds  -per 
square  inch.  Outlet  gas  volume  of  each  producing  well  was  available  from  past 
records,  showing  sufficient  gas  volume  was  avaib'b^r^  to  flow  the  oil.  We  shut 
in  several  wells  for  the  purpose  of  seeing  what  pressures  wduld  be  available. 

These  pressures  at  the  start  of  the  operation  were  approximately  .50  pounds 
per  square  inch  and  three  or  four  wells  were  equipped  to  flow.  As  pressures 
gradually  increased  to  60  pounds,  some  of  the  wells  flowed,  and  as  pressures 
climbed  still  further,  additional  wells  flowed.  Reservoir  pressures  have  now 
increased  to  approximately  175  pounds  per  square  inch,  due  to  the  fact  that 
very  little  gas  escapes  from  the  formation  except  when  a  well  is  flowing.  This 
increasing  pressure  indicates  a  greater  air  volume  is  being  injected  than  is 
escaping  from  the  reservoir  and  indicates  fewer  wells  of  injection  will  be  re- 
quired than  were  originally  thought  necessary.  Wells  do  not  flow  steadily. 
Flow  occurs  automatically  at  intervals  without  manual  assistance  after  each 
well  accuJQulates  sufficient  pressure  and  volume  to  eject  the  oil.  The  flowing 
cycle  is  as  follows : 

Over  a  period  of  time  which  varies  as  Ijetween  wells  and  is  dependent  upon  the 
gas  volume  each  well  prodtices.  the  pressure  climbs  to  the  peak  pressure  at  which 
flow  commences  for  that  particular  well.  After  the  oil  is  expelled,  pressure 
drops  rapidly  as  the  stored-up  gas  escapes  through  the  1-inch  flow  string.  The 
well  bore  immediately  thereafter  is  at  a  much  lower  pressure  than  the  surrounding 
area  and  gas  and  fluid  movement,  which  under  the  former  air  drive  method  we 
believed  moved  along  a  narrow  strip  from  input  to  producer,  now  under  the 
flowing  method  moves  radially  into  the  low-pressure  well.  The  influx  of  new 
fluid  seals  the  bottom  of  the  flow  tube,  preventing  further  escape  of  sras  and 
pressure  starts  climbing  to  a  peak  when  another  flow  cycle  will  start.  Since  the 
P<^riod  during  which  gas  escapes  from  the  formation  is  of  such  short  duration,  gas 
which  heretofore  escaped  is  now  retained  in  the  reservoir. 

We  believe  that  the  narrow  bands  or  channels  heretofore  mentioned  from 
which  the  oil  had  been  driven  under  the  old  air-drive  method,  now  under  the 
flowing  method  have  an  opiwrtunity  to  become  resaturated  due  to  the  constantly 
changing  direction  of  movement  of  the  oil  and  gas.  Movement  is  not  as  hereto- 
fore directly  from  input  to  producing  well.  Inputs  now  merely  serve  to  maintain 
reservoir  pressure,  and  each  producing  well  at  or  near  its  i>eak  pressure  through  a 
tendency  to  equalize,  furnishes  gas  to  restore  pressure  to  those  wells  which  are 
at  or  near  the  bottom  of  their  pressure  cycle.  This  cross  movement  between 
wells,  we  believe  will  not  only  prevent  bypassing  but  will  help  to  correct  this 
condition  where  it  had  previously  existed. 

A  summary  of  the  advantages  obtained  from  flowing  are  as  follows : 

1.  A  constantly  changing  of  direction  of  movement  of  reservoir  fluid  which  we 
feel  will  overcome  tendency  to  bj'pass. 

2.  Radial  flow  will  take  the  place  of  what  heretofore  was  almost  a  straight-line 
fiow  from  input  to  producing  wells. 
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3.  A  reduction  in  gas-oil  ratios. 

4.  A  marked  reduction  in  operating  expenses. 

5.  Increased  production  of  the  wells. 

6.  Mounting  reservoir  pressures  indicate  more  air  is  being  injected  than  is 
required  to  lift  the  oil,  thus  indicating  that  fewer  wells  of  injection  will  be 
required. 

7.  In  addition  to  the  above  advantage,  we  feel  that  a  total  greater  oil  recovery 
will  be  obtained. 

W.  J.  Brundeed, 
President,  Brundred  Oil  Corp. 
Februaey  11,  1946. 

Mr.  Fraser.  I  also  would  like  to  introduce  a  letter  dated  March  18, 
1946,  to  the  chairman  of  the  committee,  from  the  Independent  Petro- 
leum Marketers  Association  of  Minnesota,  enclosing  a  copy  of  a  reso- 
lution passed  at  a  meeting  of  the  association  held  in  Minneapolis  on 
March  13,  1946. 

(The  letter  and  resolution  referred  to  are  as  follows:) 

Independent  Petroleum  Marketers  Association, 

Minneapolis  2,  Minn.,  March  18,  19IiG. 
Hon.  .Joseph  C.  O'Mahonet, 

Senate  Office  Building,  Washington,  D.  C. 

Dear  Senator:  It  is  our  understanding  that  the  Senate  Oil  Committee  of 
which  you  are  the  chairman  is  to  commence  hearings  on  Tuesday  relative  to  the 
independents  position  in  the  industry. 

Please  be  advised  th'at  at  a  meeting  of  this  association  held  on  March  13, 
1946,  and  attended  by  a  large  representative  group  from  throughout  the  State 
after  much  deliberation  and  discussion  of  present-day  costs  of  doing  business 
which  has  steadily  been  increasing  for  a  long  period  of  time  without  a  compensa- 
tory adjustment  in  the  m'argins  allowed  by  our  major  suppliers.  The  plight 
of  the  independent  is  so  severe  that  unless  some  measure  of  relief  is  granted 
them  in  the  very  near  future,  thousands  of  them  throughout  the  United  States 
will  be  compelled  to  go  out  of  business. 

We  are  enclosing  herewith  a  copy  of  a  resolution  passed  by  this  group  which 
explains  in  more  or  less  detail  what  is  in  the  minds  of  the  independents  and 
which  generally  reflects  the  situation  as  it  really  stands  at  this  time  all  over 
the  country.  We  are  caught  between  the  prices  set  by  our  major  suppliers  and 
when  we  buy  from  the  refineries  and  the  prices  at  which  we  sell  which  is  also 
set  by  our  major  competition  who  can  make  up  their  short  margins  in  one 
branch  of  the  industry  by  more  favorable  margins  of  profit  in  other  departments 
of  their  business  such  as  production,  refining,  and  transportation  (pipe  lines), 
etc. 

We  know  that  with  your  leadership  that  you  will  insist  that  the  small  business 
interests  be  given  a  fair  chance  to  stay  in  the  business  of  their  choice  by  getting 
a  square  deal  from  the  supplying  companies  and  that  they  be  made  to  do  some- 
thing constructive  to  remedy  a  situation  of  this  kind  by  adjusting  margins  fairly 
in  conformity  with  the  increasing  costs  at  this  time. 

We  will  appreciate  your  consideration  of  the  facts  set  forth  in  the  enclosed 
resolution  and  trust  that  your  committee  will  give  their  consideration  thereto. 
We  shall  also  appreciate  receiving  a  report  on  your  committee's  deliberations 
from  time  to  time,  and  we  assure  you  of  our  fullest  cooperation  at  all  times  in 
furnishing  your  committee  with  further  information. 
Yours  very  truly. 

Independent  Petroleum  Disteibutoes  Association, 
By  F.  H.  BuEHLER,  Executive  Secretary. 

RESOLUTION    PASSED   AT    A    MEETING   OF   THE    INDEPENDENT   PETROLEUM    DISTRIBUTOES 
association  AT  ITS  MEETING  HELD  IN  MINNEAPOLIS,  MINN.,  ON  MARCH   13,    1946 

''Resolved,  That,  whereas,  due  to  the  increased  cost  of  doing  business  for  the 
past  12  years,  members  of  this  association  and  other  petroleum  distributors  have 
found  it  impossible  to  continue  doing  business  at  the  margin  of  profit  permitted 
by  the  supplying  companies  and  due  to  the  fact  that  by  reason  of  the  increased 
cost  of  labor,  supplies,  equipment,  and  taxes,  the  margin  heretofore  allowed  the 
distributors  has  been  and  is  wholly  insuflBcient  to  enable  the  distributor  to  con- 
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tinue  to  do  business  at  a  profit ;  the  members  of  this  association  request  that  the 
m'ajor  suppliers  of  gasoline  increase  the  margin  to  the  distributor  to  the  extent 
that  such  increase  will  compensate  for  the  added  cost  of  doing  business,  including 
the  increased  cost  of  labor,  equipment,  supplies,  and  taxes  experienced  from  the 
year  1933  until  December  31,  1945. 

"That,  whereas,  the  rumored  increase  of  one-half  cent  per  gallon  is  insufllcient 
to  compensate  for  said  increased  costs,  request  be  made  upon  the  major  suppliers 
of  gasoline  that  when  granting  increased  margins  to  the  distributor,  considera- 
tion be  given  for  the  likely  future  increases  in  the  cost  of  doing  business,  including 
the  likely  increased  cost  of  labor,  equipment,  supplies,  and  taxes. 

"That  the  practice  heretofore  adopted  and  continued  by  some  of  the  major 
suppliers  of  gasoline  in  granting  to  service  stations  a  secret  margin  or  so-called 
rental  over  and  above  the  normal  established  retailer's  margin  as  based  upon 
service  station  tank  wagon  prices  is  discriminatory  and  an  unfair  trade  practice 
and  unfair  competition  and  that  request  be  made  upon  the  major  suppliers  to 
discontinue  such  practice  and  that  the  major  suppliers  further  discontinue  the 
practice  sometimes  adopted  by  them  of  furnishing  loaned  equipment  consisting 
of  gasoline  pumps,  underground  storage  tanks,  and  the  like,  to  service  stations 
and  others. 

"That  request  be  made  upon  the  major  suppliers  to  immediately  discontinue 
the  practice  sometimes  adopted  by  them  of  granting  special  or  extra  margins  to 
some  of  the  wholesale  distributors  which  they  do  not  grant  to  all  wholesale 
distributors. 

"That  a  copy  of  these  proceedings  and  this  resolution  together  with  a  copy 
of  sections  10474r-104&0  of  Mason's  Revised  Statutes  of  Minnesota  for  1927  be 
forwarded  to  the  American  Petroleum  Institute  and  that  request  be  made  upon 
that  institute  that  this  resolution  be  presented  and  discussed  at  the  meeting 
of  the  marketing  committee  of  that  institute  to  be  held  at  Atlanta,  Ga.,  April  2, 
1946,  and  that  copies  of  this  resolution  and  said  Minnesota  Laws  be  forwarded 
to  the  petroleum  trade  papers." 

I,  the  undersigned,  secretary  of  the  Independent  Petroleum  Distributors  As- 
sociation, hereby  certify  that  the  foregoing  is  a  true  and  correct  copy  of  the 
resolution  adopted  at  a  meeting  of  said  association  at  the  place  and  on  the 
date  above  set  forth. 

F.  H.  Btxehleb,  Secretary. 

Mr.  Frasee.  I  would  also  like  to  include  in  the  record  a  statement 
by  the  Ohio  Petroleum  Marketers  Association,  Inc.,  unanimously  ap- 
proved on  July  6,  1945,  by  its  board  of  directors.  The  association 
requested  that  this  statement  be  introduced  when  we  had  this  hearing. 

(The  statement  referred  to  is  as  follows.) 

Ohio  Petbolettm  Marketers  Association,  Inc., 

Columbus  15,  Ohio. 

Statement  Submitted  by  the  Ohio  Petroleum  Marketers  Association,  Inc., 
for  Consideration  by  the  Special  Committee  of  the  United  States  Senate 
Investigating  Petroleum  Resources 

The  Ohio  Petroleum  Marketers  Association,  Inc.,  an  organization  with  head- 
quarters at  Columbus,  Ohio,  formed  for  the  purpose  of  promoting  the  interests 
of  independent  jobbers  marketing  petroleum  products  in  the  State  of  Ohio,  and 
in  existence  for  some  20  years,  desires  to  present  to  your  committee  a  state- 
ment of  its  views  upon  matters  related  to  our  industry  of  vital  concern  to  the 
welfare  of  independent  oil  companies  in  the  postwar  i)eriod.  Our  members  are 
primarily  jobbers  who  purchase  their  supplies  from  refiners,  either  wholly  in- 
tegrated companies  or  companies  engaged  solely  in  refining,  and  who  resell  those 
products  and  render  a  marketing  service,  either  under  their  own  individual 
brands  or  under  the  brand  names  of  their  suppliers,  to  retailers  operating 
service  stations  or  garages,  or  to  commercial  consumers  or  to  the  farm  trade. 

Many  jobbers,  as  will  be  later  pointed  out,  are  also  engaged  in  retailing 
through  their  own  service  stations,  some  of  which  are  operated  directly  and 
others  through  lessee  dealers.  They,  therefore,  have  a  dual  interest  as  inde- 
pendent companies  in  the  problems  of  marketing — primarily  in  the  wholesale 
operation  and  secondarily  in  the  retail  operation.  As  will  be  pointed  out  also, 
many  jobbers  included  in  our  membership  are  interested  in  the  field  of  trans- 
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portatiou.  All  of  them  operate  tank  wagons  for  the  distribution  of  their  products 
from  their  bulk  plants  to  dealers,  to  commercial  consumers,  to  the  farm  trade 
and  to  their  own  service  stations.  Some  of  them,  in  addition,  operate  transport 
trucks,  hauling  petroleum  products  for  other  oil  companies,  industrial  accounts 
and  various  governmental  agencies — some  from  refineries,  some  from  marine 
terminals  and  others  from  pipe  line  terminals.  And  among  our  members  are 
many  jobbers  who  operate  barges  and  marine  terminals  upon  the  Ohio  River  or 
Lake  Erie.  Our  organization,  therefore,  has  a  wide  interest  in  the  problems  and 
the  future  of  the  independent  company  as  a  factor  in  the  petroleum  industry. 

This  statement,  prepared  and  approved  by  the  board  of  directors  of  our 
association,  for  presentation  to  your  committee,  we  believe,  will  be  of  interest 
to  you  and  we  trust  it  will  have  your  careful  and  sympathetic  consideration. 

CAETELS 

Your  committee  has  held  extended  hearings  upon  the  general  subject  of  cartels. 
Many  capable  and  credible  witnesses  have  testified  in  opposition  thereto.  It  is 
therefore  unnecessary  for  us  to  review  at  any  length  the  arguments  upon  that 
issue.  We  do  desire,  however,  to  register  our  unqualified  opposition  to  organi- 
zations of  this  character.  Cartels  primarily  are  intended  either  to  restrict  pro- 
duction, establish  prices,  or  allocate  markets  for  products — or  to  combine  the 
exercise  of  all  of  those  functions.  A  Government  cartel  is  one  controlled  or 
sanctioned  by  the  Government  and  subject  generally  to  administrative  supervi- 
sion for  the  purpose  of  enforcing  its  terms  and  conditions.  Such  cartels  obviously 
would  impose  upon  industry  and  those  engaged  in  it  the  compelling  force  of 
government  regulation,  which  is  contrary  to  the  cardinal  doctrine  of  private 
enterprise  with  freedom  of  competition  under  which  this  country  has  developed 
and  prospered  to  a  degree  unparalleled  in  world  history.  Private  cartels  involve 
the  element  of  monopoly,  which  obviously  is  contrary  to  the  traditional  principle 
of  free  and  unlimited  competition,  to  preserve  which  has  been  the  constant  aim 
of  our  statutory  law. 

Whichever  form  such  agreements  might  take  would  be  equally  destructive  of 
private  enterprise.  By  their  very  nature  they  would  destroy  that  private  initia- 
tive under  which  American  indistry  has  achieved  such  outstanding  records. 
Such  initiative,  compelled  by  the  stimulus  of  free  and  open  competition,  has 
produced  most  of  the  world's  great  inventions,  has  created  new  and  constantly 
improved  products  at  lower  prices  and  with  higher  wages  to  employes — to  the 
advantage  alike  of  the  consumer,  the  manufacturer  and  the  laborer.  In  no 
field  has  that  been  more  notable  than  in  the  petroleum  industry. 

For  illustration,  in  1920  the  average  retail  price  in  50  representative  cities  in 
the  United  States  of  housebrand  or  the  commercial  grade  of  gasoline,  ex  tax, 
was  29.74  cents  per  gallon.  In  1940  the  average  retail  price,  ex  tax,  for  the  same 
brand  of  gasoline  in  50  representative  cities  was  only  12.75  cents  per  gallon, 
representing  a  decline  of  approximately  57  percent  in  price.  Yet,  notwithstand- 
ing this  decline  in  price,  there  was  a  constant  improvement  in  the  quality  of  the 
product,  as  shown  by  the  fact  that  the  octane  rating  increased  from  52  to  74. 
During  that  period  the  average  hourly  wages  of  refinery  employees  increased 
some  67  percent  and  a  wide  field  of  opportunity  was  opened  for  employment  in 
the  distribution  of  petroleum  products  to  the  increasing  millions  of  owners  of 
motorcars  who,  by  reason  of  the  reduced  price  of  gasoline,  were  enabled  to  enjoy 
the  health,  the  diversion  and  the  economic  advantages  afforded  by  that  form  of 
transportation. 

Certainly  there  is  nothing  in  the  record  of  national  socialism  or  any  other  of 
the  philosophies  invoked  by  those  who  would  impose  some  form  of  administra- 
tive control  or  regimentation  upon  American  industry  that  can  equal  our  per- 
formance, which  safeguards  freedom  of  opportunity  for  individual  enterprise 
and  initiative  with  their  reward  for  successful  achievement.  In  our  opinion, 
whether  created  under  Government  control  or  under  private  agreement,  cartels 
connote,  among  other  things,  determination  of  the  prices  at  which  may  be  sold 
the  products  of  the  industry  involved — in  other  words,  price  fixing.  Price  fixing 
is  essentially  un-American  and  is  abhorrent  to  those  who  believe  in  the  principles 
of  private  enterprise.  Prices,  like  quality,  should  be  the  result  of  free 
competition. 

While  the  emergencies  of  war  justify  the  need  of  imposing  regulation  and  a 

certain  amount  of  regimentation  upon  our  industrial  and  economic  life,  certainly 

in  time  of  peace  the  free  competitive  system  has  been  vindicated  by  the  industrial 

and  social  development  of  the  United  States.     We  wish  to  preserve  that  system 
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and  hand  it  down  as  an  heritage  to  our  children.     Consistently  therewith  we 
desire  to  register  our  opposition  to  cartels  of  whatever  type. 

PIPE  UNES 

Our  members  are  keenly  interested  in  the  disposition  to  be  made  by  the  Gov- 
ernment of  the  Big  Inch  and  Little  Inch  pipe  lines,  which  have  been  built  at  an 
enormous  outlay  of  public  money  to  meet  the  exigencies  created  by  the  war. 
In  our  opinion,  these  pipe  lines  should  not  be  destroyed  or  junked  but  should 
be  preserved  as  an  essential  and  integral  element  of  our  national  defense.  The 
problem  of  their  ultimate  use  or  disposition,  we  agree,  is  undoubtedly  complex. 
Various  solutions  of  the  question  have  been  proposed,  such,  for  example,  as  their 
use  for  transporting  natural  gas  from  the  producing  fields  of  the  Southwest  to 
the  vast  market  for  heating  fuel  along  the  eastern  seaboard.  That  suggestion, 
in  our  opinion,  has  practical  possibilities  meriting  serious  consideration. 

In  all  events  we  submit  that  neither  these  specific  pipe  lines,  nor  others  financed 
and  built  by  private  capital  and  owned  by  corporate  interests,  should  be  per- 
mitted to  be  used  or  operated  so  as  to  drive  the  independent  marketer  out  of 
business  or  impose  upon  him  insuperable  competitive  handicaps.  The  use  of 
such  facilities,  where  occupying  the  status  of  public  utilities,  or  where  con- 
structed by  public  funds,  should  be  made  available  to  the  independent  marketer, 
possibly  by  lowering  the  minimum  quantity  to  be  tendered  to  amounts  which  may 
be  offered  reasonably  either  by  single  independent  distributors  or  groups  of  such 
disti'ibutors  operating  within  a  normal  marketing  area. 

It  is  submitted  that  the  control  of  pipe-line  facilities  in  the  hands  of  a  very 
limited  group  of  integrated  owners  may  tend  to  the  development  of  monopoly 
and  to  give  to  them  a  competitive  advantage  having  serious  implications  for 
the  independent  marketer.  We  do  not  advocate  pipe-line  "divorcement"  as 
has  been  suggested  by  some.  We  believe  that  to  be  unnecessary.  Such  a  pro- 
posal is  clearly  a  decided  step  toward  governmental  regimentation  which,  in 
our  opinion,  is  undemocratic  and  undesirable.  The  situation,  we  believe,  can 
be  met  by  means  such  as  we  have  suggested. 

We  do  urge  that  the  new  Government  pipe-lines,  such  as  Big  Inch  and  Little 
Inch,  shall  not  be  so  used  or  disposed  of  as  to  disrupt  or  demoralize  the  system 
of  gasoline  distribution  or  marketing  which  prevailed  before  the  outbreak  of 
the  war  or  to  give  to  any  company  or  group  a  competitive  advantage  over  others. 

"divorcement"   legisiation 

From  time  to  time  legislation  has  been  proposed  to  compel  by  statute  the 
segregation  or  "divorcement"  of  the  different  functions  of  the  petroleum  in- 
dustry. Primarily  there  are  four  such  functions — production  of  the  crude  oil, 
refining  of  the  crude  oil  into  gasoline,  kerosene,  naphtha,  fuel  oil,  and  other 
products,  transportation  of  the  refined  products  from  the  refinery  to  the  local 
market,  and  finally  the  marketing  or  distribution  of  those  products  to  the 
consumer.  Bills  which  have  been  proposed  have  varied  in  character  and  in  the 
degree  of  dismemberment  which  they  propose.  Some  of  the  advocates  of  so- 
called  "divorcement"  propose  that  no  individual  or  company  shall  be  permitted, 
either  directly  or  indirectly,  to  engage  in  more  than  one  of  the  four  enumerated 
functions  or  activities. 

Others  have  proposed  that  if  a  company  own,  or  have  a  financial  interest  in, 
transportation  facilities — primarily  in  a  pipe-line — it  shall  be  prohibited  by 
statute  from  engaging  in  refining  or  marketing.  But  most  commonly  proposed 
has  been  legislation  to  prohibit  a  so-called  integrated  company  or  a  company 
engaged  merely  in  refining,  from  engaging  also  in  either  the  transportation 
or  the  marketing  of  petroleum  products.  In  other  words,  they  would  require 
a  refiner  to  sell  his  products  at  the  refinery  and  transfer  title  thereto  to  some 
third  party  at  the  refinery  gate.  Some  have  even  gone  so  far  as  to  advocate 
legislation  which  would  divorce  wholesaling  from  the  retailing  of  petroleum 
products.  In  brief,  in  one  form  or  another,  they  seek  the  dismemberment  or 
disintegration  of  those  companies  which  now  are  engaged,  and  long  have  been 
engaged,  in  the  sharpest  competition  with  each  other  in  the  petroleum  field. 

We  do  not  question  either  the  motives  or  the  sincerity  of  those  who  advocate 
legislation  of  this  character.  It  is,  however,  our  considered  opinion  that  their 
proposals  do  not  bear  analysis  and  that  their  logic  is  open  to  criticism. 

It  is  their  contention,  often  stated,  that  integrated  companies  conduct  their 
retail  oi)erations  at  a  loss  and  that  they  recoup  those  losses  out  of  profits  made 
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from  their  refinery  operations  or  possibly  out  of  profits  derived  from  the  pro- 
.  duction  and  sale  of  crude  oil.  They  complain  that  the  individual  retailer  who 
is  dependent  entirely  upon  the  profits  which  he  derives  from  his  service  station 
to  compete  successfully  with  tbose  who  are  not  financially  dependent  upon 
their  retail  operations — that  they  are  unable  to  sell  at  a  profit  at  the  prices 
charged  by  outlets  of  integrated  or  semi-integrated  companies  whose  retail 
operations,  they  contend,  are  subsidized  by  profits  earned  in  other  fields.  The 
proponents  of  such  legislation  declare  that  they  seek  to  compel  integrated 
companies  to  conduct  their  marketing  operations  at  a  profit  and  not  permit  them 
to  market  their  gasoline  at  a  loss.  This  can  only  mean  that  they  would  comi)el 
such  companies  to  raise  their  prices  at  retail  outlets  and  thus  to  make  a  profit 
fx'oin  this  branch  of  their  operations. 

An  even  casual  survey  of  any  marketing  area  under  normal  conditions  does 
not  support  their  contention.  For  in  almost  every  sizable  marketing  community 
there  can  be  found  many  outlets  enjoying  a  substantial  gallonage  selling  locally 
branded  products  at  prices  below  those  currently  charged  at  the  outlets  of  either 
integrated  companies  or  of  dealers  or  jobbers  handling  the  branded  products  of 
integrated  or  semi-integrated  companies.  Such  outlets  consistently  sell  at  less 
than  the  generally  prevailing  price  in  the  community  in  the  hope  of  attracting 
added  gallonage  and  making  a  larger  gross  profit  through  the  medium  of  increased 
volume.  It  is  generally  agreed  by  economists  that  the  price  of  any  commodity, 
gasoline  included,  in  any  market  is  determined  by  the  lowest  amount  charged  by 
any  person  operating  in  that  area  enjoying  a  substantial  volume  of  business  and 
selling  an  article  of  comparable  quality.  It  follows  that  the  retail  outlets  of  the 
integrated  companies,  and  other  dealers  and  jobbers  in  the  same  community 
marketing  petroleum  products,  in  order  to  protect  their  gallonage,  always  are 
obliged  to  sell  their  products  at  prices  as  low  as,  or  in  any  event  approximating 
(he  prices  charged  by  their  competitors. 

The  enactment  of  "divorcement"  legislation  certainly  would  not  remove  the 
competition  described.  Those  low-price  sellers  would  still  continue  to  function 
and  largely  would  determine  the  price  at  which  their  competitors,  including  those 
advocating  the  enactment  of  such  legislation,  must  sell  unless  they  expect  to  suffer 
a  substantial  loss  in  gallonage  which  would  still  further  embarrass  their  opera- 
tions. 

If,  as  some  suspect,  the  advocates  of  this  legislation  hope  thereby  to  compel 
outlets  now  operated  by  jobbers,  dealers,  integrated  or  semi-integrated  companies 
to  raise  their  retail  service  station  prices  so  that  the  low-price  operators  may 
still  undersell  them,  but  at  higher  prices  than  at  present,  and  thus  make  a  greater 
profit  than  they  can  now  enjoy,  then  the  consuming  public  will  be  compelled  to 
pay  more  for  its  gasoline,  and  we  assume  that  it  is  the  consuming  public  in 
which  your  committee  is  interested  primarily. 

The  advocates  of  "divorcement"  legislation  base  their  argument  upon  the  thesis 
that  by  the  statutory  dismemberment  of  the  petroleum  industry  each  branch — 
production,  refining,  transportation  and  marketing — would  be  compelled  to  "stand 
on  its  own  feet,"  and  compelled  to  operate  at  a  profit.  Surprisingly,  they  contend 
that  the  price  of  gasoline  to  the  consuming  public  would  be  reduced  by  the 
process.  We  are  forced  to  the  opposite  conclusion.  Among  other  things,  their 
contention  ignores  the  economies  naturally  incident  to  unified  operation  and  to 
the  savings  which  by  the  force  of  competition  are  thereby  enjoyed  by  the  con- 
sumer. Even  those  who  seek  merely  to  divorce  marketing  from  refining  by 
compelling  the  refiner  to  sell  his  products  at  the  refinery  gate  would  prohibit  the 
refiner  from  transporting  his  products  to  the  market  and,  conversely,  would 
prohibit  the  marketer  from  transporting  his  purchases  from  his  refinery  source 
of  supply.  This  would  compel  the  introduction  of  an  intervening  agency — that 
of  transportation — as  an  independent  factor.  Manifestly,  those  engaged  in  that 
operation  would  expect,  and  must  have,  a  profit  upon  their  investment  and  the 
functional  service  which  they  would  perform.  It  is  evident  that,  with  this 
intervening  operation  and  the  necessary  profit  thereon,  the  jobber  would  be 
compelled  to  pay  more  for  his  products  when  finally  delivered  to  his  bulk  plant. 
This  added  cost  must  of  necessity  be  passed  on  in  the  shape  of  a  higher  price  to 
the  consumer  because  of  the  narrow  margin  under  which  the  jobber  operates. 

Many  of  the  members  of  our  organization,  besides  being  engaged  in  the  whole- 
saling and  retailing  of  gasoline,  kerosine,  fuel  oil,  and  other  refined  petroleum 
products,  are  engaged  also  in  the  transportation  of  those  products  either  by 
water  or  by  transport  trucks.     They  object  to  legislation  which  arbitrarily  would 
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circumscribe  their  activities  and  would  compel  them  to  sacrifice  and  abandon 
a  portion  of  the  business  which  by  their  industry  and  initiative  they  have  been 
able  to  establish.  They  object  to  legislation  which  would  prohibit  them,  either 
individually  or  as  groups  of  independents,  from  engaging  in  refining  operations 
in  the  event  that  good  fortune  should  attend  their  efforts. 

We  believe  that  the  advocates  of  ''divorcement"  legislation  fail  to  realize  the 
certain  implications  of  their  efforts  to  dismember  the  industry  which  has  brought 
to  30,000,000  automobile  owners  a  constantly  improved  product  at  steadily  de- 
creasing cost. 

MABKETING  PBACTICES 

While  the  function  of  the  jobber  is  primarily  and  essentially  that  of  distribut- 
ing petroleum  products  from  the  refinery  or  marine  or  pipe  line  terminal  to  the 
retailer — that  is,  of  purchasing  from  the  refiner  in  tank  car,  barge  lot  or  trans 
port  quantities  and  reselling  to  the  retailer  in  smaller  amounts  suitable  to  his 
current  demands  and  storage  capacity — a  majority  of  jobbers  are  engaged  also 
in  retailing — selling  to  motorists  through  service  stations  owned  by  them  and 
either  operated  directly  or  leased  to  dealers,  as  well  as  selling  to  dealers  who 
own  and  operate  their  own  service  stations — and  in  selling  to  the  farm  trade 
by  tank  wagon  deliveries  and  to  commercial  consumers,  such  as  owners  of  fleets 
of  trucks,  busses  and  taxicabs.  Our  organization,  therefore,  has  a  very  keen 
interest  in  marketing  problems  and  practices. 

While  we  believe  it  unsound  and  undesirable  for  any  company,  integrated  or 
otherwise,  to  operate  any  portion  of  its  business  at  a  loss,  we  recognize  that  in 
an  economy  of  free  competition  it  is  not  always  possible  for  a  business  to  be  con- 
ducted so  as  to  show  a  profit  in  all  of  its  operations.  Nor  do  we  see  how  any  statu- 
tory mandate  can  establish  an  economic  Utopia  wherein  everybody  can  operate 
at  a  profit  and  conduct  all  of  his  ventures  with  financial  success,  especially  since 
any  legislation  intended  to  prohibit  sales  at  less  than  cost,  in  order  to  be  valid, 
must  contain  an  exception  which  will  jpermit  the  meeting  of  competition.  While 
we  believe  that  jobber,  dealer,  integrated  or  semi-integrated  companies  should 
conduct  their  marketing  operations  at  a  profit  and  should  maintain  that  branch 
of  their  business  upon  a  sound  basis,  honestly  reflected  by  separate  records,  we 
perceive  a  certain  incongruity  in  the  demand  by  certain  groups  that  such  com- 
panies be  required  by  law  to  charge  more  for  their  products  in  order  that  they 
may  be  successfully  undersold. 

We  strongly  condemn  the  building  and  subleasing  of  exi)ensive  service  sta- 
tions, no  matter  by  whom  owned,  at  low  rentals  for  the  pmipose  of  stifling  com- 
petition. While  we  believe  that  service  station  rentals  should  reflect  a  fair  re- 
turn upon  the  capital  invested  therein,  we  recognize  that  many  existing  sta- 
tions, due  to  shifts  in  population,  relocation  of  highways  and  similar  factors, 
can  be  expected  no  longer  to  justify  rentals  predicated  upon  the  original  in- 
vestment which  they  represent. 

We  venture  the  hope  that,  upon  the  advent  of  peace,  the  termination  of  pres- 
ent administrative  restrictions  prohibiting  the  construction  of  new  retail  out- 
lets will  not  result  in  the  indiscriminate  and  uneconomic  building  of  service  sta- 
tions not  warranted  by  considerations  of  local  demand  or  public  convenience. 

While  we  recognize  that  during  the  drab  years  of  the  depression  many  sub- 
marginal  outlets  provided  a  more  or  less  meager  income  for  thousands  of  men 
who  otherwise  would  have  been  forced  upon  relief  rolls,  we  express  the  hope 
that  there  will  be  no  recurrence  of  conditions  which  will  serve  either  to  excuse 
or  justify  the  oi)eration  of  outlets  whose  existence  cannot  be  warranted  otherwise. 

We  desire  to  commend  the  so-called  Robinson-Patman  law,  whose  enactment 
served  to  outlaw  in  commerce  and  industry  generally  such  unfair  trade  practices 
as  price  discrimination  and  the  granting  to  favored  dealers  of  secret  refunds, 
rebates,  or  other  favors  which  enabled  them  to  enjoy  a  competitive  advantage 
over  others  similarly  engaged  in  the  same  marketing  area.  That  legislation 
has  vindicated  the  hopes  of  its  proponents. 

FEDERAL   TAXATION   OF   GASOUNE 

Our  organization  urges  that  Congress,  at  the  earliest  possible  moment,  discon- 
tinue or  repeal  the  Federal  tax  upon  gasoline  and  lubricating  oil.  The  levy  upon 
those  products  by  the  Federal  Government  constitutes  an  invasion  of  the  field 
of  taxation  which  should  be  reserved  exclusively  to  the  several  States.  That  the 
Federal  Government  should  withdraw  from  that  field  and  discontinue  the  taxa- 
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tion  of  gasoline  has  been  repeatedly  recommended  by  special  congressional  com- 
mittees which  have  given  serious  attention  to  the  question  of  developing  a 
scientific  system  of  taxation  which  would  recognize  the  need  of  both  the  State 
and  the  Nation  for  adequate  operating  revenues  and  would  establish  a  proper 
line  of  demarcation  of  sources  of  revenue  consistent  with  the  welfare  of  the 
public  aud  the  peculiar  responsibilities  and  activities  of  local  and  National 
Government. 

Gasoline  taxes  in  varying  amounts  have  long  been  in  force  in  every  State 
of  the  Union  and  have  been  justified  by  their  advocates  as  a  special  tax  upon  a 
limited  class  of  citizens  because  the  revenues  so  raised  have  been  devoted,  in 
theory  at  least,  to  the  construction  and  maintenance  of  highways  from  which 
motorists  are  said  to  derive  a  special  benefit.  We  deem  it  appropriate  to  sug- 
gest, however,  that  the  motorist  is  by  no  means  the  sole  beneficiary  of  our 
highways  since,  obviously,  the  general  public  derives  many  advantages  there- 
from. For  example,  the  farmer  enjoys  a  wider  and  more  accessible  market 
for  his  products,  and  the  consumer,  the  merchant,  and  the  home  owner  derive 
substantial  advantages  from  our  modern  highway  system  for  which  the  motorist 
is  thus  taxed. 

In  normal  times  the  pyramiding  of  the  Federal  gasoline  tax  upon  the  local 
State  tax  imposes  a  serious  financial  burden  upon  the  motorist.  Ohio  motorists 
pay  gasoline  taxes  amounting  to  5V2  cents  per  gallon,  of  which  4  cents  are 
collected  by  the  State  and  the  remaining  ly^  cents  go  to  the  Federal  Government. 
Today  in  Ohio  the  price  of  the  commercial  grade  of  gasoline,  ex  tax,  is  12i/^ 
cents  per  gallon,  but  with  the  Federal  and  State  taxes  added  is  18  cents  per 
gallon.  Therefore,  in  Ohio  the  motorist  pays  taxes  aggregating  44  percent  of 
the  price  of  the  product  which  he  purchases  at  the  gasoline  pump.  Such  a  tax 
upon  an  essential  article  of  daily  consumption  is  excessive  and  unwarranted. 

The  gasoline  taxes.  State  and  Federal,  have  appreciably  tended  to  defeat  the 
public  in  its  right  to  enjoy  the  reduction  in  the  retail  price  of  gasoline  to  which 
reference  has  been  made  earlier.  A  very  interesting  prewar  study  of  the  finan- 
cial status  of  automobile  owners  was  made  by  the  Federal  Government  and  the 
American  Automobile  Association.  This  survey  showed  that  at  that  time  two- 
thirds  of  all  motorists  had  never  owned  a  new  car — that  is,  had  always  been 
obliged  for  financial  reasons  to  purchase  used  or  second-hand  automobiles ;  that 
every  fourth  automobile  was  owned  by  a  family  having  an  income  of  less  than 
$20  per  week ;  that  51.7  percent  of  all  families  then  owning  passenger  cars  had 
an  income  of  $30  per  week  or  less ;  that  70.8  percent  of  families  then  owning 
automobiles  had  a  total  income  not  exceeding  $40  per  week,  and  that  three- 
fourths  of  all  automobile  owners  then  belonged  to  the  class  whose  earnings 
were  so  low  that  in  the  prewar  days  they  paid  no  Federal  income  taxes.  These 
figures,  of  course,  have  been  disturbed  by  the  marked  income  changes  created 
by  the  higher  wages  of  the  last  4  years  but  will  again  be  approximated  when 
normal  wage  and  employment  conditions  are  restored.  In  all  events,  in  Ohio 
today  when  a  motorists  pays  a  dollar  at  a  gasoline  pump  he  receives  only  69 
cents  worth  of  gasoline,  while  he  contributes  31  cents  in  taxes  to  the  State  and 
Federal  Governments.  He  certainly  is  entitled  to  relief  from  such  onerous 
taxation. 

Further,  the  Federal  tax  of  $5  per  year  levied  upon  the  right  to  use  an  auto- 
mobile should  be  repealed  immediately.  With  the  difficulty  of  its  collection, 
it  places  a  discriminatory  burden  upon  the  conscientious  motorist  who  pays  it 
as  compared  with  his  neighbor  who  ignores  and  escapes  the  levy.  It  is  patently 
absurd  for  one  branch  of  the  Government  to  levy  a  tax  upon  the  right  of  a 
motorist  to  drive  a  car  while  another  branch  of  the  Government,  through  the 
medium  of  gasoline  rationing,  restricts  such  right  of  driving  to  a  minimum. 

INDUSTEY  COOPEEATION 

In  conclusion,  it  is  admitted  that  we  have  deprecated  various  practices  and 
have  raised  certain  issues  without  having  made  definite  or  specific  recommenda- 
tions as  to  their  proper  solution.  We  believe  that  at  least  certain  of  the  ques- 
tions raised  are  of  sufficient  importance  to  warrant  your  committee's  giving  con- 
sideration to  the  appointment  of  a  representative  committee  of  the  petroleum 
industry  to  cooperate  with  your  group  in  seeking  an  appropriate  solution  thereol 

(The  foregoing  statement  was  approved  by  unanimous  vote  of  the 
board  of  directors  of  the  Ohio  Petroleum  Marketers  Association,  Inc., 
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at  a  meeting  of  the  said  board,  duly  and  regularly  called  and  con- 
ducted, and  held  in  Columbus  on  July  6,  1945.) 

Mr.  Fraser.  I  would  also  like  to  include  a  copy  of  a  resolution  of 
March  14,  1946,  which  we  have  received  from  the  same  Marketers 
Association,  relating  to  the  disposal  of  the  Big  Inch  and  Little  Big 
Inch  pipe  lines. 

(The  resolution  referred  to  is  as  follows :) 

Resolution 

Whereas  the  Surplus  Property  Administration  in  its  recent  report  to  the  Re- 
construction Finance  Corporation  has  recommended  that  the  Government-owned 
pipe  lines  should  be  kept  in  petroleum  service  for  the  transportation  of  crude 
oil  and  refined  petroleum  products  to  the  eastern  seaboard,  or,  if  that  be  not 
iwssible,  for  the  transportation  thereof  from  both  the  southwest  and  the  Atlantic 
seaboard  to  interior  points,  either  through  sale  or  lease  of  such  lines  to  companies 
or  groups  in  the  petroleum  industry,  or,  in  the  alternative,  that  they  be  operated 
for  that  purpose  by  the  Government  on  a  full-cost  basis ;  and 

Whereas  such  report  fails  to  take  into  consideration  the  fact  th!at  there  are 
already  in  existence  and  available  industry-owned  refining  and  transportation 
facilities  sufficient  to  furnish  ample  quantities  of  petroleum  products  in  an  eflS- 
cient  manner  and  at  low  cost  to  the  interior  areas  and  that  such  proposed  use 
of  these  pipe  lines  would  inevitably  tend  to  eliminate  a  large  number  of  small 
or  moderate-sized  independent  refiners  in  the  interior  area  and  to  concentrate 
refining  capacity  in  the  Gulf  and  east  coast  areas  in  the  hands  of  a  relatively 
few  refiners ;  and 

Whereas  such  recommended  use  of  these  pipe  lines  would  inescapably  result 
in  flooding  the  Midwest  area,  already  amply  supplied  with  such  products,  with 
large  quantities  thereof  from  other  producing  aqd  refining  fields  to  the  certain 
dislocation  of  the  established  economics  of  the  oil  industry  throughout  this  area, 
all  to  the  serious  detriment  of  the  small  independent  marketers  without  any 
enduring  advantage  to  the  public  ;  and 

Whereas  such  pipe  lines  are  not  susceptible  of  operation  except  by  one  or  more 
large  corporations  or  some  cooperative  group  enjoying  statutory  advantages  over 
competitors  in  the  field  of  taxation,  or  by  the  Federal  Government  in  competi- 
tion with  the  established  facilities  of  the  oil  industry ;  and 

Whereas  such  pipe  lines  were  admittedly  constructed  for  the  purpose  of  serv- 
ing as  an  emergency  instrumentality  for  aiding  in  the  prosecution  of  the  war 
and  without  any  intention  that  they  should  be  continued  in  use  subsequent  to 
the  termination  of  hostilities ;  and 

Whereas  the  Government  realized  savings  therefrom  during  the  war  period 
in  excess  of  its  investment  therein  and,  in  addition,  has  earned  a  substantial 
profit  ui)on  the  cost  thereof ;  and 

Whereas  an  outstanding  firm  of  engineers,  upon  the  basis  of  a  careful  study 
of  all  factors  involved,  has,  in  a  comprehensive  report  previously  submitted  to 
the  Defense  Plant  Corporation,  reached  the  conclusion  that  there  is  no  economic 
use  for  such  pipe  lines  except  as  they  may  be  converted,  in  whole  or  in  part,  to 
the  transportation  of  natural  gas ;  and 

Whereas  it  is  our  conviction  that  the  recommendation  of  the  Surplus  Property 
Administration,  if  adopted,  would  inflict  incalculable  injury  upon  large  sections 
of  the  oil  industry  in  the  State  of  Ohio  and  other  interior  States  as  now  estab- 
lished and  eflSciently  supplying  the  public  demand  for  such  products  at  low 
prices :  Now  therefore  be  it 

Resolved,  that  the  board  of  directors  of  the  Ohio  Petroleum  Marketers  Asso- 
ciation, Inc.,  an  organization  representing  the  wholesale  distributors  of  petroleum 
products  in  the  State  of  Ohio,  in  session  at  Columbus,  Ohio,  on  March  14,  1946, 
reaffirms  its  previously  expressed  opposition  to  the  use  or  disposal  of  either  the 
Big  Inch  or  Little  Inch  pipe  line  in  any  manner  likely  to  disrupt  or  demoralize 
the  orderly  system  of  gasoline  distribution  now  prevailing  or  likely  to  give  to 
any  company  or  group  a  competitive  advantage  over  others  and  urge  that  such 
lines,  however,  be  preserved  by  approved  processing  methods  as  an  essential 
and  integral  element  of  our  national  defense ;  and  be  it  further 

Resolved,  That  a  copy  of  this  resolution  be  forwarded  to  Hon.  Joseph  O'Mahoney, 
chairman  of  the  Special  Committee  Investigating  Petroleum  Resources,  with  the 
request  that  it  be  given  appropriate  consideration  and  be  incorporated  in  the 
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record  of  the  hearings  of  said  committee,  and  that  copies  thereof  be  also  for- 
warded to  the  Governor  of  Ohio  and  to  the  Senators  and  Members  of  the  House  of 
Representatives  from  the  State  of  Ohio. 

(The  foregoing  resolution  also  was  endorsed  unanimously  by  the 
membership  of  the  association  during  its  annual  convention  on  the 
same  date — March  14, 1946.) 

Mr.  Eraser.  I  would  like  to  introduce  a  copy  of  a  press  release  dated 
March  13,  1946,  from  the  Gulf  Coast  Refiners  Association,  together 
with  a  letter  from  such  association,  to  the  chairman  of  this  com- 
mittee, dated  January  8, 1946. 

(The  press  release  and  letter  referred  to  are  as  follows:) 

[Press  release] 

Gvii-  Coast  Refiners  Association, 

Houston  2,  Tex.,  March  13,  1946. 

G.  C.  R.  A.  Statement  to  OPA 

The  Gulf  Coast  Refiners  Association,  Houston,  has  today  filed  the  following 
telegram  with  the  OflSce  of  Price  Administration,  Washington,  relating  to  the 
effect  of  crude  oil  price  ceiling  increases  on  the  independent  refining  industry. 

"In  conferences  now  considering  proposed  increase  in  petroleum  products  price 
ceilings  please  consider  our  memorandum  of  January  8,  1946,  and  our  telegram 
of  September  7,  1945.  If  crude-oil  ceilings  are  increased  without  commensurate 
increases  in  products  ceilings,  independent  refiners  face  prospect  of  shutdown. 
Refiners  must  have  greater  flexibility  of  operation  to  avoid  processing  addi- 
tional surplus  of  gasoline  and  to  correct  existing  critical  shortages  of  other 
products.  Such  flexibility  is  impossible  when  products  in  demand  have  ceilings 
which  do  not  permit  profitable  operation  by  increasing  yields  of  such  products. 

"Independent  reflners  have  absorbed  their  limit  in  increased  costs  of  labor  and 
maintenance,  and  many  are  already  operating  without  adequate  profit  or  at  a 
loss.  Unless  adjustments  are  made  in  product  ceilings  this  will  tend  only  to 
eliminate  independent  competition  and  continue  in  operation  only  those  com- 
panies which  can  absorb  refinery  losses  in  profits  from  other  operations. 

G.  L.  RowsEY, 
President,  Gulf  Coast  Refiners  Association." 


Gulf  Coast  Refiners  Association, 

Houston  2,  Tex.,  January  8,  1946. 
Senator  Joseph  C.  O'Mahoney, 

Chairman,  Special  Senate  Committee 
Investigating  Petroleum,  Resources, 

Senate  Offlce  Building,  Washington,  D.  C. 
Dear  Sir:  We  are  transmitting  herewith  the  text  of  a  memorandum  filed 
with  the  Ofiice  of  Price  Administration,  January  8,  1946,  relating  to  the  re- 
moval of  existing  price  ceilings  applying  to  petroleum  products. 

On  behalf  of  the  Gulf  Coast  Refiners  Association  we  respectfully  request  the 
privilege  of  filing  this  information  with  your  committee  for  inclusion  in  the 
record  of  the  coming  hearings  of  that  committee  with  respect  to  "the  independent 
company."    The  memorandum  follows  : 

memorandum 

Independent  petroleum  refiners  are  confronted  with  a  grave  situation  unless 
ceiling  prices  on  petroleum  products  at  the  refinery  level  are  removed  promptly. 
The  continued  existence  of  the  ceiling  prices  on  petroleum  products  prevents 
normal  flexibility  of  operations  because  petroleum  refiners  are  forced  by  the 
fixed  ceilings  to  maintain  high  yields  of  products  that  can  be  sold  to  best 
advantage,  without  too  much  concern  over  demand  and  the  most  economical 
operation. 
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The  maintenance  of  fixed  ceilings  on  petroleum  products  thus  forces  re- 
fineries  to  operate  with  high  gasoline  yields  and  subsequent  lower  yields  of 
middle  distillates,  such  as  kerosene  and  burning  oils  and  lower  yields  of  residual 
fuel  oils.  The  removal  of  ceilings  at  the  refinery  level  need  not  necessarily 
exert  marked  effect  on  consumer  prices,  especially  under  decreased  transpor- 
tation rates,  and  such  removal  would  certainly  permit  the  refiners  more  fiexible 
and  economical  operations. 

The  petroleum  refiner  processes  1  barrel  of  crude  oil  and  from  it  produces  a 
variety  of  products.  The  refiner  can  vary  his  yields  of  gasoline,  kerosene,  burn- 
ing oils  or  Diesel  oils  and  residual  fuels  by  changing  his  crude  oil  or  by  taking 
different  types  of  fractions  (products)  from  his  crude  oil,  and  thus  produce 
either  greater  or  lesser  amounts  of  each  product. 

Due  to  the  low  fixed  ceilings  on  the  middle  distillates  (kerosene  and  burning 
oils)  and  on  the  residual  fuel  oils,  it  has  been,  and  continues  to  be,  more  profit- 
able to  produce  a  maximum  amount  of  gasoline  and  a  minimum  amount  of  the 
other  heavier  products.  Under  existing  ceilings  it  would  be  unprofitable  to  do 
otherwise. 

If  the  ceilings  on  petroleum  products  are  removed  at  the  refinery  level,  the  re- 
finers would  achieve  greater  fiexibility  of  operations  and  would  then  produce 
those  products  which  would  be  in  most  demand.  Operations  to  meet  demand 
would  be  economically  sound  because  such  would  ordinarily  result  in  a  better 
over-all  realization  from  the  sale  of  the  products.  But  such  results  cannot 
f)e  accomplished  so  long  as  any  product  has  a  price  ceiling. 

By  merely  removing  the  ceilings  at  the  refinery  level,  as  was  requested  by 
this  association  in  its  telegram  to  the  Office  of  Price  Administration,  September 
7,  1945,  the  present  critical  shortages  of  kerosene,  burning  oils,  and  residual  fuel 
oils  existing,  especially  in  the  North  and  Northeastern  United  States,  would  be 
substantially  relieved. 

This  association  desires  to  state  again  that  the  independent  refiner  on  the 
Gulf  Coast  has  been  able  to  absorb  increased  wartime  operating  costs  because 
of  the  high  rate  of  operation  and  his  ability  to  compete  in  the  manufacture  and 
sale  of  various  grades  of  aviation  gasoline.  The  demand  for  such  aviation 
gasoline  has  been  reduced  until  only  negligible  quantities  are  being  produced  by 
independents.  The  independent  refiner  must  now  look  to  the  market  for  other 
products  and  adjust  his  yields  to  shifting  demands.  Unless  freer  play  of 
economic  forces  is  permitted,  there  is  a  serious  threat  that  some  independent 
refineries  must  cease  operations. 

The  independent  refiners,  however,  can  continue  to  operate,  maintain  present 
pay  rolls,  and  reemploy  old  employees  now  returning  from  military  service  only 
if  they  are  permitted  to  secure  the  benefits  that  should  result  from  their  ability 
to  adjust  their  operations  to  changing  conditions. 

Wage  and  salary  controls  have  been  largely  eased  or  lifted  and  the  independent 
refiner,  who  is  dependent  solely  on  profits  from  his  plant  operations,  cannot 
absoi'b  rising  operating  costs  under  prevailing  price  ceilings.  The  prompt 
removal  of  price  ceilings  is  essential  to  their  continued  operations. 

Gulf  Coast  Refinebs  Association, 

G.  L.  RowsEY,  President, 

Geoege  Rbsd,  Executive  Secretary. 

Mr.  Fraser.  I  would  like  to  introduce  a  letter  addressed  to  the 
chairman  of  the  committee,  dated  March  11, 1946,  from  the  Independ- 
ent Refiners'  Association  of  California,  Inc.,  with  an  enclosed  copy 
of  a  telegram  of  March  8,  1946,  from  the  association  to  Mr.  Paul 
Porter,  Administrator  of  OP  A,  and  an  enclosed  chart. 

(The  letter,  telegram,  and  chart  referred  to  are  as  follows : ) 

Independent  Refinees'  Association  of  Califoknia,  Inc., 

Los  Angeles  IS,  Calif.,  March  11, 1946. 
Hon.  Joseph  C.  O'Mahonet, 

Chairman,  Special  Committee  Investigating  Petroleum  Resources, 
Senate  Office  Building,  Washington,  D.  C. 
Dear  Sir  :  In  the  hearing  of  your  committee,  opening  March  19,  on  the  subject, 
The  Independent  Company,  we  urge  that  consideration  be  given  to  the  effect  on 
independent  refiners  of  the  announced  plan  of  Olflce  of  Price  Administration  to 
increase  crude-oil  prices,  w;ith  the  requirement  that  refiners  shall  absorb  the 
cost  of  the  increase. 
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The  attitude  of  the  independent  refining  companies  in  this  district  toward  the 
proposed  plan  is  expressed  in  a  telegram  sent  by  this  association  March  8,  to 
Mr.  Paul  Porter,  Administrator,  Office  of  Price  Administration,  a  copy  of  which 
is  attached. 

Capricious  action  of  this  kind  on  the  part  of  the  Office  of  Price  Administration 
would  be  disastrous  to  the  operations  of  the  small  refiners  who  in  most  instances 
in  this  area  purchase  100  percent  of  their  ci'ude  supplies,  and  whose  present 
profits  per  barrel  of  crude  run  are  less  than  the  amount  of  the  proposed  increase 
of  10  cents  per  barrel  in  the  cost  of  their  crude. 

With  the  end  of  the  Japanese  war,  the  sharp  curtailment  of  Government  pur- 
chases and  the  elimination  of  gasoline  rationing,  keen  competition  developed  for 
position  in  the  reduced  over-all  gasoline  market,  and  independents,  handicapped 
by  the  lack  of  wartime  built  aviation-gasoline  facilities  for  use  in  the  resulting 
quality  race,  have  found  it  difficult  to  hold  their  former  share  of  the  market. 
The  attached  chart  illustrates  their  loss  of  position  and  volume  after  August  1945, 
in  the  face  of  an  expanding  total  civilian  demand  in  California.  Since  motor 
gasoline  normally  represents  the  chief  source  of  revenue  for  the  small  refiner, 
the  present  trend  of  declining  sales  of  this  product  has  already  reduced  his 
earnings,  and  ceiling  prices  for  other  products  which  are  in  high  demand  prevent 
the  counteraction  of  such  losses. 

The  plan  to  raise  crude  prices  without  general  increases  in  product  prices 
appears  to  be  completely  uneconomic  so  far  as  the  independent  refiner  is  concerned, 
and  further  emphasizes  the  wisdom  of  eliminating  price  controls  in  the  petroleum 
industry.  Since  supplies  are  adequate  in  this  district  to  meet  demand,  and  in 
the  case  of  gasoline  a  surplus  exists,  consideration  should  be  given  to  the  removal 
of  price  controls  as  being  consistent  with  the  previously  announced  policy  of 
the  Office  of  Price  Administration. 
Yours  very  truly, 

Independent  Refiners'  Association,  of  Caijfoenia,  Inc., 
G.  A.  Johnson,  President. 


Los  Angeles,  Cauf., 

March  8,  19Jf6. 
Paui,  Pobteb, 

Administrator,  Office  of  Price  Administration, 

Washington,  D.  C. 

We  refer  to  news  release  issued  by  Office  of  Price  Administration  March  5, 
1946,  announcing  increase  of  10  cents  per  barrel  in  ceiling  prices  of  crude  oil  to 
become  effective  during  last  half  of  March. 

The  proposed  requirement  that  the  increase  in  crude  cost  be  absorbed  by  re- 
finers is,  from  the  standpoint  of  independent  refiners  in  California,  unfair,  and  in 
many  instances  would  result  in  financial  ruin  and  elimination  of  their  refining 
operations.  Remedies  suggested  in  the  form  of  adjustments  in  ceiling  prices  of 
products  for  individual  companies  are  impracticable  and  would  be  valueless  in 
this  highly  competitive  business. 

Current  low  earnings  of  independent  refiners  in  this  area  caused  by  the  com- 
petitive situation  as  well  as  increased  material  and  operating  expenses  will  be 
further  jeopardized  by  indicated  early  additional  labor  costs. 

Independent  refiners  recognize  that  the  producer  of  crude  oil  is  entitled  to 
higher  prices  to  offset  increased  costs  of  production,  but  refiners  will  be  forced 
out  of  business  if  crude  prices  rise  unless  completely  compensatory  increases  are 
simultaneously  obtainable  in  prices  for  refined  products. 

Independent  Refiners'  Association  of  California  submits  this  communication 
representing  the  attitude  of  the  following  individual  independent  refining  com- 
panies :  Bell  Oil  &  Refining  Co.,  Caminol  Co.,  Century  Oil  Co.,  El  Tejon  Refining 
Co.,  Elm  Oil  Co.,  Envoy  Petroleum  Co.,  Exeter  Refining  Co.,  Five  C  Refining  Co., 
Fletcher  Oil  Co.,  Harbor  Refining  &  Transportation  Co.,  Krieger  Oil  Co., 
Macmillan  Petroleum  Corp.,  Newhall  Refining  Co.,  Socal  Oil  &  Refining  Co., 
Sunland  Refining  Corp.,  Triangle  Oil  &  Refining  Co.  Other  companies  which 
have  not  yet  stated  their  positions  will  without  doubt  be  similarly  affected. 

It  is  urged  that  any  action  taken  in  raising  crude  prices  shall  adequately 
protect  the  operations  of  the  independent  refiner  whose  continuance  in  business 
is  important  to  the  public  interest. 

Independent  Refiners'  Association  of  California,  Inc., 
C.  A.  Johnson,  President. 
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Mr.  Fraser.  I  would  also  like  to  introduce  two  letters  received  from 
the  United  Corp.  of  Massachusetts,  Cambridge,  Mass.,  one  dated  July 
17,  1945,  and  the  other  dated  March  11,  1946.  They  are  introduced 
with  the  consent  of  the  writer. 

(The  letters  referred  to  are  as  follows:) 

UNrTED  Corp.  of  Massachusetts. 

Cambridge,  Ma^s.,  July  17,  1945. 

Special  Senate  Committee  Investigating  Petroleum  Resol^ces, 
Washington,  D.  C. 

Gentlemen:  I  have  read  in  the  July  14  issue  of  the  Oil  and  Gas  Journal  an 
iirticle  entitled  "OPA  Defends  Oil  Price  Policy  in  Memo  to  Senate  Committee." 

The  defense  was  by  Orville  D.  Judd,  associate  director  of  the  Fuel  Division  of 
OPA,  and  was  in  rebuttal  of  the  testimony  of  Walter  S.  Hallanan. 

I  wish  to  record  myself  in  complete  agreement  with  Mr.  Hallanan  in  his 
accusation  of  unfair  treatment  of  the  oil  industry,  that  is  the  producing  part  of 
the  industry,  by  the  OPA;  particularly  in  his  contention  that  the  strlpper-well 
premium  plan  is  a  failure;  as  well  as  that  the  independent  segment  of  the 
industry  is  being  liquidated. 

All  oil  wells  are  a  wasting  asset  in  that  vs'hen  they  give  up  their  oil  -there  is  no 
chance  of  replacement  except  by  finding  new  productive  pools.  But  Mr.  Judd 
does  not  think  that  replacement  cost  should  be  considered  as  a  basis  for  price 
ceilings.  He  apparently  thinks  that  oil  can  be  produced  by  plowing  up  a  field 
and  planting  oilseed  and  reaping  the  harvest  the  succeeding  spring.  He  also 
must  feel  that  the  increased  cost  of  seed  and  fertilizer  has  nothing  to  do  with 
the  cost.  This  may  be  true  of  wheat  because  a  higher  price  for  the  ensuing 
crop  would  be  received.  But  what  about  having  to  plough,  harrow,  fertilize 
and  seed  150  fields  to  get  one  crop — that  is  the  average  fertility  of  150  vrildcats. 

Mr.  Judd  mentions  that  the  number  of  new  operators  (gleaned  from  one 
of  his  recent  questionnaires)  was  in  excess  of  the  number  who  went  out  of 
business  during  the  last  year.  Of  course.  The  regular  small  independent  pro- 
ducers are  priced  out  of  business  while  there  has  been  an  influx  of  new  com- 
panies— loaded  with  war  profits — coming  into  the  business — the  Northern 
Ordnance,  Auto  Ordnance,  etc.  Their  dry  holes  can  be  charged  against  their 
war  profits.  If  they  are  successful  a  great  part  of  the  cost  of  the  well  (which 
is  proper)  may  be  charged  against  current  income. 

These  companies  are  prospecting  at  the  expense  of  taxes.  Since  these  new 
companies  are  not  termed  "major"  they  are  classed  as  independents.  That  is 
the  reason  so  many  exploratory  wells  were  drilled  by  independents.  The  real  in- 
dependent was  forced  by  depression-priced  crude  oil  to  sell  out  or  pass  out  or 
sweat  it  through  with  the  hope  of  eventually  receiving  justice. 

We  are  producers  in  Beebe  Pool.  Pontotoc  County,  Okla.  The  general  pool 
has  been  divided  into  the  Beebe  i)Ool  and  the  East  Beebe  pool — one  reservoir  ot 
oil.  The  East  Beebe  pool  is  granted  a  subsidy  and  the  Beebe  pool  no  subsidy. 
The  Beebe  pool  averages  slightly  over  9  barrels  per  well  and  is,  therefore,  in- 
eligible. Our  10  wells  for  several  years  have  averaged  7  barrels  or  under  but 
because  we  were  in  that  part  of  the  field  which  had  an  average  production  in 
excess  of  9  barrels  we  receive  no  relief.  There  are  pools  whire  the  average  is 
under  9  barrels  but  some  wells  are  in  excess  of  the  9  barrels  and  are  receiving 
the  subsidy.  In  reading  of  those  6  telegrams  from  members  of  the  National 
Stripi)er  Well  Association  I  am  wondering  on  how  much  of  their  production  in 
excess  of  9  barrels  they  are  getting  a  subsidy. 

Subsidy  is  unjust  in  its  essence ;  and  could  not  be  anything  else  but  unfair  in 
its  application.  That  is  why  it  has  been  so  universally  condemned  by  the  in- 
dustry. To  say  as  Mr.  Judd  has  that  the  price  of  crude  oil  is  at  its  highest  level 
since  1929  is  unintelligent.  The  price  of  crude  is  low  and  has  been  low  for 
years  and  costs  of  producing  oil  from  stripper  wells  has  been  mounting  as  has 
also  the  cost  of  seeking  new  production. 

Mr.  Judd  speaks  about  our  reserves  beiug  at  the  highest  level  ever  recorded. 
Maybe  so,  but  the  important  thing  is :  Have  they  been  increasing  over  the  past 
5  years  in  proportion  to  the  increase  in  consumption? 

Stop  taxing  the  public  for  a  favored  few  and  allow  the  price  of  crude  oil  to 
reach  a  point  where  the  legitimate  producers  can  assure  an  adequate  supply 
of  oil  for  the  futore. 

Very  truly  yours, 

WrcriAM  J.  O'Stjixtvan, 
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United  Corp.  of  Massachusetts, 
Cambridge,  Mass.,  March  11,  1946. 

Speciai-  Committee  Investigating  Petroleum  Resoubces, 
Washington,  D.  C. 

Gentlemen  :  With  reference  to  the  hearings  to  begin  on  March  19,  1946,  on  the 
position  of  the  independent  company  in  the  petroleum  industry. 

The  independent  distributor  has  not  been  seriously  injured  because  it  has  had 
during  the  war  a  large  volume  with  a  full  margin.  The  same  can  be  said  about 
the  independent  refiner. 

The  producer  (independent  and  major)  has  been  hurt  because  the  price  of 
crude  does  not  take  care  of  the  replacement  cost.  Those  oi>erators  who  are 
integrated  can  use  their  profits  from  the  other  branches  of  the  industry  to  offset 
their  production  losses.  The  independent  producers,  who  are  fortunate  enough 
to  have  flush  production  along  with  their  stripper  production,  can  make  both  ends 
meet  by  living  off  their  capital.  The  stripper  producers  who  are  receiving  a 
subsidy  are  in  the  same  position — merely  maintaining  themselves  by  liquidating 
a  wasting  asset.  But  the  stripper  producer  not  receiving  a  subsidy  is  being 
squeezed  to  death  between  fixed  prices  and  constantly  mounting  costs. 

A  pool  receives  a  subsidy  if  its  average  production  is  9  barrels  per  day  or  less. 
Because  of  a  few  good  wells  in  a  pool  the  average  can  be  slightly  over  the  9  bar- 
rels, yet  many  of  the  wells  produce  only  6  or  7  barrels  per  day  or  less  for  which 
the  producer  receives  no  subsidy.  This  is  our  position  to  which  we  have  called 
the  attention  of  the  OPA  unsuccessfully  time  and  time  again. 

The  newspapers  have  just  announced  that  the  OPA  intends  to  raise  the  price 
of  crude  oil  10  cents  per  barrel  and  have  the  refiners  absorb  it.  Whether  the 
refiners  can  absorb  the  increase  now  when  their  volume  is  less  and  unwieldy 
gasoline  stocks  have  weakened  prices,  the  writer  does  not  pretend  to  know  but 
the  refiners  certainly  could  have  absorbed  some  increase  over  the  past  5  years 
when  their  margins  were  stable  and  their  volume  large.  Ten  cents  per  barrel 
is  absurdly  inadequate. 

While  I  realize  this  is  not  a  hearing  on  the  OPA  I  believe  it  is  the  only  threat 
to  the  independent  producer  and  that  this  fact  should  be  brought  to  the  attention 
of  your  committee. 

The  assumption  by  the  "planners"  that  they  know  more  about  everybody's 
business  than  the  operators  themselves  would  be  laughable  if  it  were  not  so 
tragic. 

Respectfully  submitted. 

WILLIAM  J.   O'StJIXIVAN. 

Mr,  Fraser.  I  would  also  like  to  introduce  a  letter  dated  March. 
9, 1945,  to  the  chairman  of  the  committee  from  Mr.  Neville  G.  Penrose, 
of  Fort  Worth,  Tex. 

(The  letter  referred  to  is  as  follows:) 

Foet  Worth,  Tex.,  March  9, 19Jf5. 
Hon.  Joseph  C.  O'Mahonet, 

Senate  Offlce  Building,  Washington,  D.  O. 

My  Deab  Senator  :  Sometimes  I  doubt  if  Methuselah  himself  would  be  able  to 
actually  comprehend  the  oil  industry  if  he  were  living  in  these  times.  However, 
I  do  thank  you  very  much  indeed  for  inviting  my  comments ;  and  I  would  be 
only  too  happy  to  think  I  might  in  some  small  way  develop  the  germ  of  a  thought 
which  might  eventually  be  used  to  alleviate  the  plight  of  some  20,000  Americans 
whose  selling  price  has  been  held  by  law  at  1938  levels,  but  who  are  paying  1945 
prices  to  live  and  operate. 

The  independent  oilman  made  this  Nation  the  greatest  oil-producing  country 
on  the  globe.  No  one  with  any  knowledge  of  oil  will  dispute  this  statement. 
The  independent  operator  has  discovered  most  of  the  oil  we  are  using  today — oil 
which  is  winning  the  war  for  the  United  Nations. 

Undoubtedly  other  nations  have  been  blessed  with  large  petroleum  deposits — 
maybe  even  comparable  to  our  own,  but  their  system  for  individual  enterprise 
does  not  encourage  independent  oil  operators  and,  as  a  consequence,  these  partic- 
ular deposits,  if  they  do  exist,  remain  largely  undiscovered. 

As  an  example  of  this,  look  at  the  Republic  of  Mexico.  Oil  was  discovered  in 
Mexico  shortly  after  the  turn  of  the  century.  As  a  matter  of  fact,  oil  was  dis- 
covered in  Mexico  only  a  comparatively  few  years  after  it  was  discovered  in 
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Texas;  but,  whereas  oil  is  presently  being  produced  in  Texas  from  one  end  of 
the  State  to  the  other,  Mexico  is  producing  from  but  two  localities — in  the 
Huasteca  and  the  Isthmus  of  Tehuantepec. 

There  are  many  known  undeveloped  structures,  or  what  appear  to  be  structures, 
in  Mexico,  but  they  remain  today  as  they  have  remained  since  the  creation  of 
the  world — undeveloped.  No  such  inviting  prospects  would  have  remained 
untested  on  this  side  of  the  border,  which  I  believe  will  serve  to  illustrate  the 
point  I  am  endeavoring  to  make.  Regardless  of  the  reason  or  the  theory,  the 
cold  facts  stand  out — the  nation  with  the  independent  oil  operators  has  the  oil. 

There  are  some  20,000  independent  oil  operators.  There  are  about  30  major 
oil  companies.  In  the  past,  these  independents  have  been  the  ones  who  largely 
discovered  the  oil  reserves.  The  major  oil  companies  purchased  this  oil  and 
made  it  available  to  commerce  in  the  form  of  finished  products.  These  inde- 
pendent oil  producers  are  receiving  today  approximately  the  same  price  they 
received  for  a  barrel  of  oil  in  1938.  The  published  statements  of  the  major 
oil  companies  show  they  are  making  huge  profits.  In  the  intricate  maze  of 
their  accounting  systems,  it  is  difficult  to  prove  or  disprove  in  which  particular 
department  these  profits  are  being  made,  nor  does  this  point  enter  into  the 
present  discussion. 

The  major  oil  company  produces  crude  oil  and  buys  crude  oil  from  the  inde- 
pendent producer.  From  the  moment  a  barrel  of  oil  leaves  the  lease,  it  is  in 
the  hands  of  the  major  oil  company.  It  is  transported  in  pipe  line  or  tank  car, 
manufactured  into  a  multitude  of  finished  products,  and  marketed  all  over  the 
world. 

It  is,  therefore,  largely  a  matter  of  bookkeeping  whether  the  production,  the 
transportation,  manufacturing,  or  marketing  shows  a  profit  or  a  loss,  and  to  what 
degree.     To  the  stockholders  it  matters  not  at  all. 

The  major  oil  companies,  being  the  only  large  buyers  of  crude  oil,  have 
naturally  always  controlled  the  price;  and,  since  many  of  these  companies  buy 
more  oil  than  they  produce  themselves,  it  is  to  their  advantage  to  keep  crude- 
oil  prices  low.  So  we  find  a  situation  where  some  20,000  oil  producers  sell 
their  entire  output  to  some  30  buyers  (which,  if  grouped,  would  probably  be 
considerably  less). 

The  independent  operator  has  never  recovered  from  the  depression.  Crude 
prices  have  been  low  for  the  past  18  years.  The  power  of  the  few  buyers  to 
control  the  price  of  the  raw  product  has  constantly  enabled  them  to  put  the 
burden  on  the  producer.  In  the  past,  when  two  or  more  of  these  major  oil 
companies  engaged  in  a  price  war  to  conquer  additional  outlets  and  markets 
and  cut  prices  to  attract  new  customers,  the  price  of  crude  oil  was  slashed.  If 
one  of  these  larger  companies  overexpanded  and  found  itself  in  financial  diffi- 
culties, the  price  of  crude  oil  was  slashed.  The  producer,  through  all  the  years, 
has  been  forced  to  pay  for  the  greed,  inefficiency,  and  mismanagement  of  the 
industry,  although  he  had  no  voice  in  any  of  these  practices  whatsoever.  It 
mattered  not  which  company  cut  the  price  of  crude — or  for  what  reason.  The 
new  price  was  met  promptly  by  all  of  the  other  buyers  by  the  very  plausible 
explanation  that  they  could  not  be  exi)ected  to  pay  more  for  their  raw  products 
than  their  competitors. 

Since  oil  became  a  vital  part  of  our  national  economy  the  barometer  of  crude 
oil  prices  was  the  amount  of  oil  stored  above  grouna.  When  storage  was  running 
low,  it  was  a  good  sign  that  oil  prices  would  soon  be  low.  When  the  storage  was 
full,  prices  would  be  high.  It  was  as  simple  as  that.  A  large  oil  company  would 
buy  10,000,000  barrels  of  oil  at  50  cents  a  barrel,  and  then  raise  crude  oil  prices  to 
$2  per  barrel,  showing  an  inventory  of  $20,000,000  which  cost  them  $5,000,000. 
This  is  history.     And  who  paid  for  it?     The  oil  producer,  as  always. 

Proration,  adopted  about  18  years  ago,  even  eliminated  the  necessity  of  storing 
large  stocks  above  ground.  The  producer  now  stores  it  below  ground  until  it  is 
called  for  by  the  buyer.  Once  when  I  was  testifying  before  you,  you  asked  me  if 
I  was  in  favor  of  proration.  I  have  often  wondered  why  you  asked  me  that  ques- 
tion at  that  particular  time.  I  do  believe  in  proration  from  the  standpoint  of 
eliminating  waste  of  any  national  resource.  I  suppose  proration  as  a  whole 
did  more  good  than  it  did  harm,  but  the  entire  cost  of  proration  was  borne  by  the 
producer.  Proration  very  probably  eliminated  much  physical  waste  at  the  price 
of  economic  waste,  which  is  now  depressing  the  producing  element  of  the  oil 
industry. 

There  are  two  stages  in  the  production  of  oil — flush  and  settled.  When  a  field 
is  newly  discovered  and  the  wells  flow  of  their  own  accord,  this  is  what  is  known 
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as  "flush"  production.  Obviously  it  costs  very  little  per  barrel  to  produce  oil 
under  these  ideal  conditions.  Later  in  the  life  of  a  producing  well,  it  has  to  be 
pumped.  The  well  might  pump  several  hundred  barrels  a  day,  or  as  little  as  a 
fraction  of  a  barrel  a  day.  Obviously  this  is  very  expensive  production,  and  is 
called  "settled"  production. 

Nevertheless,  this  type  of  production  in  the  aggregate  amounts  to  millions  of 
barrels  of  oil  each  year,  and  several  billions  of  barrels  of  "settled"  production 
remain  underground.  This  is  the  type  of  production  being  abandoned  for  the 
simple  reason  the  operator  can  no  longer  afford  to  produce  it. 

Before  proration,  the  oil  producer  could  strike  an  average  estimated  production 
cost.  The  cheap  cost  during  the  "flush"  period  when  an  oil  well  would  flow  500 
or  1,000  barrels  of  oil  a  day  would  perrc.it  the  operator  to  accumulate  adequate 
reserves  to  produce  the  field  during  its  "settled"  or  secondary  stage.  The  in- 
vested capital  was  returned  very  rapidly  under  these  conditions,  sometimes 
within  a  few  months — seldom  longei-  than  a  few  years.  The  operator,  there- 
fore, could  keep  his  capital  turning  over  and  could  be  more  active.  Proration 
froze  his  capital.  Under  proration  the  size  of  his  well  made  little  difference.  He 
was  permitted  to  flow  but  a  few  barrels  per  day.  As  a  consequence,  his  operat- 
ing costs  Tper  barrel  were  high  from  the  start. 

Practically  all  independent  operators  worked  with  very  limited  capital,  and 
proration  brought  new  problems.  As  a  matter  of  fact,  they  had  but  two  choices : 
One  was  to  sell  their  production,  and  the  other  was  to  borrow  money  and  produce 
their  oil.  Only  the  more  desirable  properties  had  a  ready  sales  market,  and 
as  a  nale  only  something  large  enough  to  be  attractive  to  a  major  oil  company. 

The  credit  facilities  available  to  the  operators  prior  to  proration  were  prac- 
tically nonexistent,  and  since  proration  the  credit  facilities  available  are  meager, 
costly,  and  burdensome.  The  bare  cost  of  a  well  is  all  a  small  operator  can  bor- 
row/ In  fact,  he  is  doing  well  even  to  do  that.  With  this  little  staking  he  can 
keep  his  money  turning  over  until  he  drills  one  poor  well,  or  a  dry  hole.  At  this 
point  he  has  reached  the  limit  of  his  resources. 

Over  a  period  of  years  the  better  type  properties  have  been  purchased  by  the 
larger  oil  companies.  The  poor  type  properties,  the  most  expensive  to  operate 
and  those  whose  estimated  yield  will  barely  pay  the  cost  of  development,  have 
been  retained  of  necessity  by  the  independents.  This  is  an  important  point  which 
I  suspect  is  frequently  overlooked  by  statisticians  and  economists,  and  it  will 
show  why  certain  large  oil  companies  engaged  wholly  in  oil  production  can  show 
nice  proflts,  even  at  present  cnide  prices. 

Increased  allowables  and  increased  markets  mean  nothing  to  an  operator  who 
is  producing  all  his  lease  will  miake.  So  the  little  independent,  who  is  responsible 
for  discovering  the  bulk  of  our  Nation's  oil  resources,  flnds  his  commodity  price 
frozen,  his  capital  frozen,  and  his  costs  constantly  increasing.  .Uthough  the 
independent  producer  is  suffering  a  gross  injustice  and  his  situation  is  critical,  I 
seriously  doubt  if  the  best  interests  of  our  country  would  be  served  by  granting 
him  a  price  increase.  Other  groups  and  possibly  other  industries  have  problems, 
either  real  or  fancied ;  and,  if  the  oil  producer  received  an  increase,  regardless 
of  how  much  it  was  justified  and  how  late  in  coming,  they  would  immediately 
demand  what  they  would  term  "equal  consideration." 

To  be  effective,  therefore,  as  I  see  it,  any  relief  must  come  from  "  n other 
quarter — aud,  frankly.  I  believe  this  is  feasible,  practical,  and  can  be  n:  ;de  im- 
mediately. It  seems  to  me  we  could  eliminate  economic  waste,  release  Tbe  frozen 
assets  and  energies  of  the  independ','nt  producer  by  extending  him  credit  in 
suflScient  amounts  and  under  terms  and  conditions  which  will  be  acceptable 
to  him  and  safe  and  satisfactory  loans  to  the  Government. 

If  an  operator  has  a  million  barrels  of  oil  under  the  ground  and  is  receiving 
$1  -per  barrel  for  it,  loan  him  a  million  dollars.  This,  of  course,  is  not  a  sound 
bank  loan,  but  it  is  a  sound  Government  loan.  Just  because  oil  is  bringing 
$1  per  barrel  is  no  implication  that  this  represents  its  intrinsic  value.  Who 
on  earth  can  appraise  the  real  value  of  probably  the  most  necessary  mineral  on 
earth?  I  think  we  all  agree  the  present  price  is  one  due  largely  to  manipula- 
tion. It  does  not  represent  its  fair  value  in  commerce,  and  had  the  price  been 
left  to  follow  the  normal  trend,  it  would  be  found  in  a  comparable  position  with 
other  commodities. 
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Refining  experts  tell  me  a  barrel  of  oil  is  worth  approximately  $6  to  a  refinery. 
If  these  figures  can  be  substantiated — and  I  hardly  believe  it  would  be  diffi- 
cult— a  $1  a  barrel  loan  would  be  an  ultraconservative  loan,  with  full  and  ade- 
quate collateral. 

Frankly,  Senator,  for  the  life  of  me,  I  cannot  see  why  an  oil  producer  should 
have  to  take  it  on  the  chin.  His  barrel  of  oil  is  just  as  valuable  as  a  tank  part 
or  a  shell.  The  law  prohibits  his  product  from  selling  at  anything  like  its 
normal  value,  and  I  feel  he  should  be  protected,  particularly  if  this  protection 
will  not  disturb  our  present  price  structure. 

There  is  adequate  precedent  for  my  opinions.  Something  of  a  similar  nature 
was  done  for  the  cotton  producer,  for  some  of  the  metals,  and  for  shipping — 
and  the  oil  producer  does  not  even  have  the  assurance  that  crude  prices  may 
not  actually  be  cut  25  cents  or  50  cents  a  barrel  when  the  present  lush  profits  of 
the  major  oil  companies  fall  off  even  slightly. 

If  the  plan  I  propose  has,  in  your  opinion,  any  merit,  I  believe  I  should  attempt 
to  point  out  how  easy  it  could  be  sabotaged.  The  program  would  probably  be 
vigorously  opposed  by  the  major  oil  companies,  since  it  immediately  raises  the 
collateral  value  of  a  bax-rel  of  oil  in  place.  Quite  naturally  no  operator  would 
sell  his  property  at  an  estimated  50  cents  per  barrel  for  oil  in  the  ground  if  he 
could  use  it  as  collateral  on  the  b^sis  of  $1  a  barrel. 

Such  a  plan  would  probably  be  opposed  by  interests  claiming  the  Government 
is  getting  into  the  oil  business.  There  can  be  little  doubt  but  that  the  Govern- 
ment would  be  very  much  more  interested  in  stabilizing  crude-oil  prices  at  ap- 
proximately its  fair  value  if  it  had  several  hundred  million  dollars'  worth  of 
paper  with  crude  oil  as  its  security. 

Unless  the  agency  making  these  oil  loans  was  sympathetic,  the  program  could 
be  killed  by  needless  red  tape,  rigid  requirements,  costly  appraisals,  exhaustive 
title  examinations,  and  the  personnel  who  would  pass  on  these  appraisals  and 
requirements.  I  am  not  altogether  sure  that  appraisals  are  necessary.  The 
Petroleum  Administrator  for  War  and  the  United  States  Geological  Survey  have 
figures  showing  the  estimated  recovery  of  every  oil  field  in  the  United  States. 
If  the  applicant  should  give  the  legal  description  of  his  property,  it  is  altogether 
possible  an  appraiser  employed  by  the  Government  could  very  promptly  advise 
how  much  oil  remained  in  place  and  consequently  its  value  as  collateral. 

When  pipe-line  companies  are  running  the  oil  from  a  property  and  have  been 
paying  off  on  it,  it  is  a  pretty  safe  bet  the  title  is  all  right.  If  the  applicant  could 
be  relieved  of  presenting  costly  abstracts,  and  needless  and  tedious  title  opinions 
are  eliminated,  such  a  move  would  be  constructive. 

The  loan  should  be  for  a  long  period  of  years  at  a  low  rate  of  interest,  and  a 
portion  of  the  runs  should  apply  to  retiring  the  loan.  The  property  pledged 
to  secure  the  loan  would  be  the  total  and  sole  security. 

The  20,000  independent  oil  operators  own,  in  round  figures,  about  6,000,000,000 
barrels  of  oil.  At  prevailing  posted  prices,  it  is  worth  approximately  $6,000,- 
000,000.  If  I  am  correct  in  my  statement  that  it  is  worth  $6  a  barrel,  then  the 
total  amount  is  worth  approximately  $36,000,000,000.  Somewhere  in  between 
these  figures  is  probably  a  safe,  sound,  and  lasting  established  value. 

If  my  suggestion  is  considered  feasible,  the  independents  exercising  this  privi- 
lege will  to  all  intents  and  purposes  be  refinanced.  They  will  have  a  new  capital 
to  explore  for  new  reserves  or  develop  their  holdings.  On  the  average,  each 
operator  would  receive  $300,000.  If  those  in  authority  deem  it  to  their  best 
national  interest  to  retain  crude  prices  at  low  levels  or  to  import  large  quantities 
of  foreign  oil  after  the  war — or  regardless  of  their  national  policy  on  petroleum — 
this  at  least  gives  the  operator  some  security.  It  puts  him  on  a  parity  with  the 
cotton  farmer.  He  will  know  he  has  property  with  a  definite  collateral  value,  and 
not  one  subject  to  the  whim  of  an  individual  or  a  group  with  sufficient  power  to 
dictate  the  price  of  a  commodity,  regardless  of  its  intrinsic  value. 
Sincerely  yours, 

Neville  G.  Penkose. 

Mr.  Fraser.  I  would  also  like  to  introduce  a  letter  dated  January 
23,  1946,  to  the  chairman  of  the  committee,  enclosing  a  statement  on 
the  general  subject  of  The  Independent  Company,  from  the  National 
Council  of  Independent  Petroleum  Associations,  Chattanooga,  Tenn. 
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(The  matter  referred  to  is  as  follows :) 

National  Cotjncil  of  Independent  Peteole:um  Associations, 

Chattanooga  1,  Tenn.,  January  2S,  1946. 
The  Honorable  Joseph  C.  O'Mahoxet, 

Chairman,  Special  Committee  Investigating  Petroleum  Resources, 
United  States  Senate,  Washington,  D.  C. 
My  Deap.  Senator  :  There  is  presented  to  j'ou  herewith  a  memorial  from  the 
National  Council  of  Independent  Petroleum  Associations,  bearing  upon  the  subject 
of  The  Independent  Company,  which  this  council  has  authorized  me,  as  its 
chairman,  to  transmit  to  the  Special  Committee  of  the  United  States  Senate  Inves- 
tigating Petroleum  Resources,  with  the  request  that  it  be  accorded  proper  consid- 
eration by  the  committee  and  included  in  the  record  of  its  hearings. 

"We  assure  you  that  this  statement  represents  a  great  deal  of  time  devoted  to 
careful  study  on  the  part  of  our  organization,  and  in  its  preparation  we  have 
sought  to  be  guided  by  a  spirit  of  absolute  fairness. 

We  thank  you  and  your  committee  for  the  opportunity  of  participating  in  this 
vital  activity  which  you  have  undertaken  and  are  hopeful  that  our  contribution 
will  prove  helpful  in  placing  the  petroleum  industry  and  its  many  component 
parts  in  a  more  assured  position. 

If  it  is  desired  that  a  representative  of  this  council  personally  appear  before 
your  committee  to  explain  or  clarify  any  part  of  this  statement,  we  will  be  glad 
to  accede  to  your  request. 
Yours  vei-y  truly, 

National  CouNcrL  of  Independent  PETROi^trM  Associations, 
H.  L.  Thatcher,  Chairman. 

From :  National  Council  of  Independent  Petroleimi  Associations. 

To :  The  Honorable  Joseph  C.  O'Mahoney,  chairman,  and  Associate  Members  of 

the  Special  Committee  of  the  United  States  Senate  Investigating  Petroleum 

Resources. 
Subject :  The  Independent  Company. 

Gentlemen  :  In  connection  with  the  inquiry  which  your  committee  is  conduct- 
ing into  the  resources  and  operations  of  the  petroleum  industry,  the  National 
Council  of  Independent  Petroleum  Associations  presents  this  communication  as 
a  memorial  and  kindly  urges  that  it  be  accorded  your  earnest  consideration  and 
included  in  the  record  of  your  committee's  hearings. 

THE  NATIONAL  COUNCIL 

There  are  some  12,000  indei)endent  marketers  and  distributors  of  refined  petro- 
leum products  in  the  United  States,  and  in  about  one-half  of  the  States  they  have 
established  organizations  to  function  in  promoting  their  mutual  welfare.  With 
the  outbreak  of  the  global  war  just  ended,  there  developed  a  pronounced  senti- 
ment among  some  of  these  organizations  for  the  creation  of  a  central  council  in 
which  their  problems,  opinions,  and  ideas  could  be  brought  for  frank  considera- 
tion, and  the  crystalization  of  viewpoints  on  issues  of  national  importance  to 
independent  marketers  and  distributors.  This  led  to  the  formation  of  the  Na- 
tional Council  of  Independent  Petroleum  Associations,  composed  of  officials  of 
the  many  State  associations  within  whose  memberships  are  represented  two- 
thirds  of  the  independent  marketers  and  distributors  of  refined-petroleum 
products. 

The  members  of  these  various  State  associations  perform  vital  business  func- 
tions in  their  own  respective  communities.  Their  total  investment  in  the  enter- 
prises which  they  operate  runs  into  many  million  of  dollars ;  they  provide 
employment  for  thousands  of  persons,  thus  contributing  their  share  to  the  pros- 
perity and  economic  stability  of  their  localities;  they  are  the  source  of  a  large 
taxable  income  to  Federal,  State,  and  municipal  governments.  They  are  good 
and  useful  citizens  of  their  communities  and  many  of  them  are  outstanding  in 
civic  affairs. 

While  the  National  Council  of  Independent  Petroleum  Associations  primarily 
represents  its  member  associations,  it  also  has  the  welfare  of  all  other  inde- 
pendent marketers  and  distributors  of  refined  petroleum  products  as  one  of  its 
principal  objectives.  Tlie  council  recently  was  described  in  a  leading  publication 
for  the  petroleum  trade  as  "an  iinusual  organization  in  oil  and  almost  any 
industry."  It  has  no  power  to  impress  its  opinions  upon  its  member  organiza- 
tions except  insofar  as  each  president  presents  to  the  members  of  bis  assoeia- 
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tion  and  their  duly  elected  officers  a  course  of  action  for  their  consideration  and 
locision. 

In  other  words,  the  strength  of  the  council  lies  in  developing  a  common  view- 
point of  the  independent  associations  affiliated  with  it.  There  is  no  distinct 
"majority"  or  contrary  "minority"  in  the  council.  If  no  common  viewpoint 
exists,  then  there  is  only  the  viewpoint,  if  any,  of  an  individual  association  as 
expressed  by  its  own  officers  and  memberships. 

MARKETERS  AND  DISTRIBUTORS 

Heretofore,  it  has  been  indicated  that  there  are  now  some  12,000  independent 
marketers  and  distributors  of  refined  petroleum  products  in  the  United  States. 
They  frequently  are  referred  to  as  "jobbers."  According  to  the  1939  United 
States  Census,  there  were  9,429  such  marketers  and  distributors  in  the  country 
then,  representing  approximately  31  percent  of  the  number  engaged  in  wholesale 
operations  and  doing  approximately  29  percent  of  the  total  volume  of  marketing. 
Growth  of  the  independent  marketers  and  distributors  has  kept  pace  with  the 
rise  of  the  petroleum  industry  and  has  been  abreast  of  the  automotive  era. 
Gasoline  and  automotive  products  constitute  generally  the  principal  items  of 
the  business  volume  of  these  marketers,  but  in  many  areas  fuel  oils  are  a  very 
large  factor  in  their  business. 

The  independent  marketer  and  distributor  purchases  his  petroleum  merchan- 
dise from  the  refiner  or  through  the  agency  of  a  broker.  In  numerous  instances 
he  transports  the  merchandise  from  the  refinery,  or  terminal,  to  his  bulk  plant, 
from  which  it  is  distributed  to  retail  dealers  and  consumers,  including  commer- 
cial accounts  and  the  farm  trade.  Frequently  he  also  operates  retail  stations 
in  addition  to  his  wholesaling  business.  The  scope  of  enterprise  of  such  marketers 
ranges  from  a  one-man  operation  doinij  a  business  of  a  few  thousand  dollars  a 
year  in  a  rural  community  to  an  aggrijgation  of  bulk  plants  over  a  widespread 
area  doing  a  volume  of  several  million  dollars  yearly. 

Such  marketers  may  sell  under  the  brand  names  of  their  suppliers,  but  in  a 
very  large  number  of  instances  the  prDducts  they  sell  bear  their  own  brand  or 
name.  Although  independent  marketers  and  distributors  are  "small  business- 
men," they  have  been  a  tremendously  large  factor  in  making  i)etroleum  products 
readily  available  at  every  cross  roads  in  the  United  States,  and  have  demon- 
strated most  clearly  their  economic  essentiality.  Despite  "frozen"  selling  prices, 
increased  operating  costs,  higher  taxation,  severe  manpower  shortage,  and  re- 
duced volume  necessitated  by  rationing  controls,  the  independent  marketers  and 
distributors  have  succeeded,  through  the  sheer  exercise  of  their  ingenuity,  in 
maintaining  their  economic  position  during  the  war,  and  they  also  made  note- 
worthy contributions  to  the  war  effort. 

It  may  be  pointed  out  that  a  substantially  large  number  of  independent 
marketers  and  distributors  have  a  considerable  interest  in  transportation  facili- 
ties. In  moving  merchandise  from  their  bulk  stations  and  warehouses  to  re- 
tail dealers,  including  their  own  retail  outlets,  to  commercial  users  and  the 
farms,  practically  all  of  them  employ  tank  wagons  or  tank  trucks ;  many  operate 
transport  trucks  with  which  to  deliver  products  from  refineries,  marine  terminals, 
and  pipe-line  terminals  to  their  own  establishments,  commercial  and  industrial 
accounts,  and  governmental  agencies,  and  often  they  transport  products  for  other 
petroleum  companies.  Many  such  marketers  and  distributors  operate  barges 
in  making  deliveries  to  their  marine  terminals  situated  on  waterways. 

INTEGRATED  OIL  COMPANIES 

In  addition  to  many  independent  companies  engaged  in  the  production  of  crude 
oil  and  many  refiners,  some  of  whom  are  producers,  there  also  are  a  great  many 
who  are  producers,  refiners,  transporters,  and  marketers.  Those  engaged  in  all 
of  these  four  branches  are  known  as  integrated  companies.  Some  of  the  in- 
tegrated companies,  besides  selling  to  independent  marketers  and  distributors, 
also  supply  subsidiary  or  affiliated  companies,  and  conduct  marketing  through 
their  own  bulk  plants  and  retail  outlets,  thus  creating  a  situation  in  which 
there  is  almost  every  conceivable  combination,  including  those  which  market 
wholly  or  in  part  through  marketers  and  distributors  and  those  which  do  not 
have  any  "jobber"  connections. 

In  the  competitive  marketing  field,  the  independent  marketer  and  distributor 
is  at  all  times  in  competition  with  the  refiner-marketer,  or  integrated  company. 
The  1989  United  States  Census  report  shows  that  refiner-marketers  owned  21,237 
85112 — 46 36 
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(69  percent)  of  the  bulk  plants,  compared  to  9,429  (31  percent)  operated  by  in- 
dependent distributors.  Tbe  volume  of  business  of  the  refiner-marketer  was 
71  percent,  against  29  percent  of  that  of  the  independents.  It  is  our  belief  that 
there  has  been  no  material  change  in  this  relative  standing  since  1939,  as  almost 
the  entire  period  has  marked  the  direction  of  all-out  efforts  of  the  industry 
toward  meeting  the  Nation's  war  demands.  There  can  be  no  question  but  that 
the  integrated  companies  and  the  producer-refiners  have  been  subject  to  the  same 
factors  that  have  reduced  the  civilian  business  of  the  independent  marketers  and 
distributors. 

The  singular  role  which  petroleum  products  performed  in  the  war  is  familiar 
to  your  committee.  The  enormous  demand  of  our  fighting  establishments,  in- 
cluding, of  course,  the  manufactoi'ies  of  war  materials,  made  it  necessary  for 
the  integrated  companies  to  increase  very  largely  their  producing  and  refining 
capacity.  With  this  increased  refining  capacity  and  with  control  over  their 
own  production  of  crude  oil  and  transportation  facilities  in  widespread  areas, 
their  competitive  advantages  over  the  independents  are  very  pronounced. 

POSTWAB  COMPETITION 


For  many  years  prior  to  the  onset  of  the  so-called  World  War  II,  improvement 
in  the  production,  refining,  and  transportation  methods  of  the  industry  and 
largely  increased  consumption  of  petrolemn  products,  chiefly  gasoline,  had  re- 
sulted not  only  in  products  of  higher  quality  but  a  consistently  lowered  price  to 
the  consumer.  This  trend  is  reflected  in  the  price  of  regular-grade  gasoline  at 
service  stations  in  50  representative  cities  of  the  Nation,  as  follows : 


Service 

station  price, 

cents  per  gallov 

1939 13.  31 

1942 14.  46 

1945 14.  58 


Service 

station  price, 

cents  per  gallon 

1919 25.  41 

1924 19.  4fi 

1929 17.  92 

1934 13.  64 

The  independent  marketer  and  distributor,  it  is  emphasized,  through  his  tradi- 
tional economies  in  marketing  operations,  had  a  vital  part  in  effecting  the 
price  reductions  as  reflected  in  the  foregoing  table. 

We  desire  to  stress  the  fact  that  during  the  war  period  the  independent  mar- 
keter and  distributor  did  not  share  in  The  so-called  war  prosperity  as  did  the 
integrated  companies.  Prices  at  the  "jobber"  level  have  been  "frozen"  since 
October  1,  1941.  His  expenses  have  been  increased  through  higher  wages  and 
other  operating  costs,  including  a  very  burdensome  expense  necessitated  by  the 
rationing  programs,  which  also  reduced  his  volume  greatly.  The  reduced  volume 
is  reflected  in  the  following  tabulation  of  Federal  gasoline  tax  receipts : 


Amount 

1941 $371, 135, 781 

1942 336,  684,  644 


Amount 

1943 $265,  303,  272 

1944 328,597,298 


It  is  a  fact  that  the  war  period  has  placed  many  indei)endent  marketers  and 
distributors  in  a  precarious  condition  and  it  has  been  only  by  all-out  effort  and 
economical  operation  that  they  have  been  able  to  remain  in  business  during 
the  war  years.  The  profits,  if  any,  that  have  been  made  have  been  subject  to 
high  income  taxes,  leaving  them  very  little,  if  any,  surplus  with  which  to  pro- 
vide for  their  current  needs  for  replacing  worn-out  and  obsolete  equipment  and 
modernizing  their  business  facilities,  as  must  be  done  as  early  as  possible  if 
they  are  to  continue  as  business  operators.  The  independent  marketer  and  dis- 
tributor is  a  small  businessman,  a  believer  in  free  enterprise,  free  competition 
and,  in  the  American  system  of  freedom  of  action,  is  a  believer  in  reward  for 
accomplishment. 

The  integrated  companies  and  the  refiner  marketers,  on  the  other  hand,  all 
have  had  a  long  period  of  profitable  operations  and  generally  are  reported  to  be 
in  excellent  financial  condition,  with  elaborate  plans  for  extensive  iwstwar 
expansion. 

The  producers  have  contended,  and  we  do  not  question  their  claims,  that  crude- 
oil  prices  have  been  inadequate.  They  should  have  a  fair  price  for  their  product. 
An  improved  crude-oil  price  rightly  would  mean  an  adequate  refinery  price.  In 
the  same  manner,  an  adequate  refinery  price  would  call  for  an  adequate  whole- 
sale and  retail  price  for  the  finished  products.     It  is  our  considered  judgment 
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that  if  a  free  economy  is  permitted  to  operate  under  the  law  of  supply  and 
demand,  an  economic  price  level  can  be  attained  that  will  provide  adequate 
fairness  to  all  branches  of  the  petroleum  industry  and  to  the  consumers  of 
its  products. 

Independent  marketers  and  distributors  do  not  entertain  the  belief  that  the 
lowest  cost  to  the  consumer  is  the  ultimate  goal  of  business,  or  that  low  price 
is  the  full  measure  of  value.  They  recognize  the  desirability  of  a  low  price,  but 
a  fair  price ;  one  under  which  those  in  each  branch  of  the  industry,  competing 
with  the  integrated  companies,  would  be  able,  under  proper  management,  to 
operate  successfully. 

The  marketing  branch  of  the  petroleum  industry  provides  employment  for 
hundreds  of  thousands  of  men.  Under  a  monopoly  or  approach  to  monopoly, 
many  savings  could  be  made  in  the  costs  of  distribution  and  prices  reduced  to  the 
consumer,  but  such  an  accomplishment  would  be  at  the  expense  of  the  Nation 
as  a  whole  and  the  disruption  of  established  methods  of  distribution,  with  con- 
sequent loss  of  employment  to  large  numbers  of  people.  With  the  ending  of  the 
war  and  the  return  of  men  from  the  fighting  services,  the  petroleum  industry 
must,  and  most  assuredly  will,  do  its  part  in  reabsorbing  into  its  operations  as 
many  men  as  it  can  employ  gainfully. 

One  of  the  finest  demonstrations  of  the  desirability  of  the  American  system  of 
free  enterprise  is  to  be  found  among  the  independent  marketers  and  distributors 
of  petroleum  products.  For  the  most  part  these  operators,  through  their  own 
adaptation,  vigorous  application  to  their  work,  and  personal  savings,  have  risen 
the  hard  way  to  useful  and  important  participation  in  commercial  activities. 
It  is  natural  and  proper,  of  course,  that  they  should  resent  the  encroachments 
of  monopoly  or  "organized  bigness"  when  size  and  position  are  employed  to 
gain  unfair  advantage  over  lesser  competitors,  thus  exceeding  the  bounds  of 
morality  and  legitimacy.  We  hold  that  under  the  American  system  of  free  enter- 
prise, the  small  businessman  is  entitled  to  adequate  protection  against  unfair 
and  rapacious  competition.  We  earnestly  recommend  to  your  committee  that 
a  complete  study  be  made  of  the  laws  having  to  do  with  monopoly,  unfair  com- 
petition, and  restraint  of  trade  with  a  view  to  determining  whether  sufficient  pro- 
tection has  been  provided  for  the  small  businessman  not  only  within  the  petroleum 
industry  but  in  all  industry. 

PIPB  LINES 

Independent  marketers  and  distributors  look  upon  the  colossal  development  of 
pipe  lines  for  the  transportation  of  i)etroleum  products  all  over  the  Nation  in 
recent  years  with  considerable  trepidation.  There  can  be  no  question  but  that 
these  lines  when  used  as  common  carriers  by  the  integrated  companies  often 
afford  rather  oppressive  advantage  over  competitive  forms  of  transportation. 
Pipe-line  transportation  is  not  always  available  to  independent  marketers  and 
distributors  because  of  lack  of  open-storage  facilities  at  terminal  locations.  We 
are  of  the  belief  that  a  thorough  investigation  should  be*  made  to  determine 
whether  these  common  carriers  could  be  made  to  serve  the  general  welfare  to  a 
degree  that  has  not  as  yet  been  accomplished. 

A  great  deal  of  thought  is  being  given  by  our  people  to*plans  for  disposal  by 
the  Federal  Government  of  the  Big  Inch  and  Little  Big  Inch  pipe  lines,  which 
were  constructed  with  a  tremendous  outlay  of  public  capital  as  a  wartime  neces- 
sity. Our  position  is  one  of  opposition  to  proposals  that  these  costly  carriers  be 
destroyed.  It  is  our  view  that  the  cause  of  national  defense  is  so  paramount  that 
these  carriers  should  be  retained  for  that  purpose. 

There  is  an  unanimity  of  sentiment  among  independent  marketers  and  dis- 
tributors that  under  no  circumstances  should  the  Big  Inch,  Little  Big  Inch,  or 
pipe  lines  constructed_^with  private  capital  and  controlled  by  corporate  groups  be 
utilized  under  conditions  that  either  would  eliminate  the  independent  or  create 
injurious  disadvantages  for  him. 

When  pipe  lines  are  built  at  public  expense  or  when  they  are  operated  as  pub- 
lic utilities,  we  insist  that  use  of  them  should  be  made  available  to  the  inde- 
pendents, which  likely  could  be  accomplished  through  reduction  of  minimum- 
tender  quantities  to  a  reasonable  basis,  thus  enabling  individual  independent 
marketers  or  groups  of  such  in  proper  marketing  areas  to  enjoy  the  benefits 
of  pipe-line  transportation. 

We  are  anxious  that  the  pipe  lines  built  with  public  funds  shall  not  be  handled 
in  such  a  way  that  the  Nation's  system  of  gasoline  distribution  will  become 
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demoralized  or  that  their  disposition  will  give  unfair  competitive  advantage  to 
one  or  more  companies  over  others. 

CAETELS 

Economists  regard  cartels  as  combinations  of  separate  entities  to  fix  prices, 
involving  also  control  over  production  and  markets.  They  are  glorified  trusts. 
The  organizations  affiliated  with  the  National  Council  of  Independent  Petroleum 
Associations  are  unequivocably  opposed  to  such  agreements,  holding  them  to  be 
monopolistic  in  nature  and  contrary  to  the  well-accepted  theory  of  free  enter- 
prise. We  assert  that  production,  prices,  and  markets  should  be  the  outgrowth 
of  freedom  of  competition,  rather  than  the  result  of  determinations  by  agree- 
ments. Cartels  foreshadow  the  destruction  of  that  very  individual  initiative 
which  has  done  so  much  to  advance  the  standards  of  American  living. 

TAXATION 

Recent  reports  from  Washington  indicate  that  the  Congress  shortly  will  have 
developed  a  program  of  taxation  relief  for  both  individuals  and  business  enter- 
prises. Action  toward  such  an  end  we  commend  most  heartily.  Independent 
marketers  and  distributors  have  been  greatly  encouraged  by  the  contemplated 
increasing  of  the  amount  of  exemption  from  the  excess-tax  computation  to 
$25,000.  This  will  be  most  helpful  in  enabling  them  to  place  their  facilities  in 
proper  operating  condition  and  meeting  the  needs  for  postwar  modernization  of 
facilities  and  putting  people  to  work. 

We  call  upon  the  Federal  Government  to  abandon  the  field  of  taxation  upon 
motor  fuel  and  lubricating  oil,  as  already  has  been  recommended  on  occasions  by 
committees  of  the  Congress.  Independent  marketers  and  distributors  are  as  one 
in  the  belief  that  petroleum  products  are  carrying  an  undue  burden  of  taxation, 
and  that  theii"  taxation  should  be  reserved  solely  to  the  States,  in  many  of  which 
the  rates  already  are  excessive. 

We  also  urge  that  legislation  now  pending  which  would  repeal  the  automobile 
use  stamp  tax  be  adopted  speedily. 

It  may  be  pointed  out  that  the  pyramiding  of  taxation  on  gasoline  by  Govern- 
ment has  severely  increased  the  financial  burden  of  motorists.  Motorists,  who 
are  the  principal  customers  of  petroleum  marketers,  generally  believe  that  they 
are  deserving  of  relief  from  Federal  taxation  of  these  petroleum  products,  and 
that  such  taxation  has  the  effect  of  depriving  them  of  the  benefit  they  should 
receive  from  decreased  retail  prices  of  gasoline. 

TRADE  PEACTICES 

The  interest  of  independent  marketers  and  distributors  in  sound  trade  practices 
is  intensified  by  the  fact  that  a  substantial  majority  of  them  operate  retail  outlets 
of  their  own,  in  addition  to  supplying  other  dealers,  commercial  accounts  and 
the  farm  trade.  While  recognizing  that  many  retail  outlets,  because  of  many 
factors  beyond  the  c(»ntrol  of  their  owners  or  operators,  are  unable  now  to  pay 
such  rentals  as  were  .iustified  by  the  original  investment  in  them,  we  readily 
condemn  the  construction  and  subleasing  of  costly  service  stations,  regardless  of 
ownership,  at  low  rentals  for  the  purpose  of  suppressing  competition.  We  also 
deplore  any  trend,  now  that  the  war  is  over,  toward  the  ill-considered  and  uneco- 
nomic construction  and  expansion  of  retail  outlets  which  are  unwarranted  by 
public  demand  or  convenience. 

It  is  our  position  that,  while  it  is  not  good  business  practice  for  any  company, 
large  or  small,  to  operate  any  portion  of  its  business  at  a  loss,  we  appreciate 
the  fact  that  it  is  not  always  possible  for  enterprises  to  be  so  conducted  that 
profits  will  be  realized  at  all  times  in  all  of  its  operations,  and  we  do  not  believe 
that  legislation  can  make  over-all  profit  a  certainty.  We  subscribe  to  the  theory 
that  all  companies  should  seek  to  operate  their  marketing  at  a  profit,  reflected 
by  separate  records,  but  are  not  in  agreement  with  the  idea  that  such  companies 
be  required  legally  to  make  a  higher  charge  for  their  products  in  order  that 
others  may  sell  for  less. 
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EESTATBMENT   OF   BECOMMENDATIONS 

1.  Attainment  of  an  economic  price  level  that  will  provide  adequate  fairness 
to  all  branches  of  the  petroleum  industry  and  to  the  consumers  of  its  products. 

2.  Complete  study  of  the  laws  relating  to  monopoly,  unfair  competition  and 
restraint  of  trade  with  a  view  to  determining  whether  sufficient  protection  has 
been  provided  for  the  small  businessman. 

3.  Preservation  of  wartime  pipe  lines  constructed  at  public  expense  as  a  part 
of  the  program  for  national  defense.  Prevention  of  the  utilization  of  these  pipe 
lines  in  such  a  way  as  to  work  injurious  or  unfair  disadvantages  upon  inde- 
pendent marketers  and  distributors.  Availability  of  use  of  all  pipe  lines  operated 
as  common  carriers  to  the  independents  on  a  reasonable  basis. 

4.  Rejection  of  cartel  agreements. 

5.  Taxation  relief,  including  repeal  of  the  Federal  taxation  on  motor  fuel  and 
lubricating  oil,  and  repeal  of  the  Federal  auto  use  stamp  tax  law. 

6.  Elimination  of  unsound  trade  practices,  including  leasing  of  costly  service 
stations  at  low  rentals  for  the  purpose  of  suppressing  competition. 

7.  Preservation  of  the  American  system  of  free  competitive  enterprise. 

Respectfully  submitted. 

National  CotrNCiL  of  Independent  Peteoleum  Associations, 
H.  L.  Thatcheb,  Chairman. 

Mr.  Feaser.  I  would  also  like  to  call  attention  to  some  interesting 
data  in  a  circular  put  out  by  the  Independent  Petroleum  Association  of 
America,  dated  March  26,  1946,  relating  to  January  1946  imports  o,f 
petroleum.  These  figures  were  received  by  that  Association  from  the 
Bureau  of  the  Census,  United  States  Department  of  Commerce. 

(The  table  referred  to  is  as  follows :) 


Import  report — Crude  petroleum,  and  petroleum  products,  January  1946 

[All  figures  in  thousands  of  barrels] 


Latest  month,  January 
1946 

Previous 

month, 

December 

1945,  total 

January 

Total 

Daily  aver- 
age 

1945,  total 

Total  imports     ....              .    .            ,    ,. 

12, 806 

413.0 

9,919 

6,923 

Imports  by  products: 
r,niriP.  pfitrnlftiim 

8,302 

267.8 

6,789 

3,958 

141 

Kerosene 

Distillate  fuel  oil    . 

581 
3,878 

18.7 
125.1 

551 
2,579 

6 

Residual  fuel  oil ..  - 

2,773 

Lubricating  oil         .          .              .        

Wax 

Asphalt 

45 

1.4 

46 

Total  rp.fi ned 

4,504 

145.2 

3,130 

2,965 

Imports  by  country: 

Venezuela... .  

8,318 

3,122 

375 

982 

9 

268.2 

100.7 

12.1 

31.7 

.3 

6,221 

2,840 

325 

524 

3,093 

Netherlands  West  Indies.. 

2,946 

Mexico _._ ...  

68 

Colombia.. 

797 

Trinidad  and  Tobago.. 

12 

other 

9 

7,894 
1,510 

7 

Imports  by  tax  classification: 

Taxable  for  domestic  consumption 

9,962 
2,499 

321.3 

80.6 

3,960 

Free  for  vessels..                   ..  

6 

Free  for  Government  use 

345 

11.1 

485 

2,957 

Prepared  by  the  Independent  Petroleum  Association  of  America  from  data  furnished  by  the  Bureau  of 
Census,  U.  S.  Department  of  Commerce. 
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The  Chairman.  That  concludes  the  statements  you  wanted  to  put 
in? 

Mr.  Fraser.  Yes. 

The  Chairman.  They  are  all  received. 

The  meeting  of  the  committee  is  adjourned. 

(Whereupon,  at  12:40  p.  m.,  the  committee  adjourned.) 

(The  following  communications  were  received  after  the  close  of 
the  hearing:) 

Akmy  Service  Foeoes, 
Office  of  the  Quahtermastek  General, 

Washington  25,  D.  C,  April  1,  19Ji6. 
Hon.  Joseph  C.  O'Mahoney, 

Chairman,  Special  Committee  Investigating  Petroleum  Resources, 

United  States  Senate. 
Dear  Senator  O'Mahonet:  For  the  information  of  the  Senate  Special  Com- 
mittee Investigating  Petroleum  Resources  there  is  shown  below  the  stock  position 
of  crude  petroleum,  motor  fuel,  distillate  fuel  oil  and  residual  fuel  oil,  in  thou- 
sands of  42-gallon  barrels  on  the  dates  indicated : 


Month 


Crude 
petroleum 


Motor 
fuel 


Distilled 
fuel  oil 


Residual 
fuel  oil 


December  1945 
January  1946. . 
February  1946. 
March  1946 


218, 763 

223, 442 

229, 430 

I  225, 153 


97, 676 

102, 394 

104, 462 

» 104, 781 


35, 778 

28, 990 

25, 148 

'  26, 747 


37, 158 

34, 573 

33, 742 

»  33, 294 


>  As  of  Mar.  23.  1946. 
»  As  of  Mar.  16, 1946. 

The  sources  of  the  above  information  are  Bureau  of  Mines,  and  American 
Petroleum  Institute.     The  March  figures  given  have  not  yet  been  published  and 
are  subject  to  minor  revisions  before  publication. 
Sincerely  yours, 

G.   H.   VOGEL, 

Colonel,  Qimrtermaster  Corps. 
War  Department  Liaison  Officer  for  Petroleum.'^ 


Depaktmbnt  of  the  Interior, 

Office  of  the  Secrbttart, 
Washington,  April  4,  19Ji6. 
Hon.  Joseph  C.  O'Mahoney, 

United  States  Senate. 
My  Dear  Senator  O'Mahoney:  According  to  the  transcript  of  the  hearing 
before  the  Senate  Petroleum  Resources  Committee  on  March  20  the  availability 
of  geophysical  prospecting  to  the  independent  operator  and  the  estimated  costs 
of  operation  were  discussed.  However,  since  a  representative  of  the  Interior 
Department  v?as  not  present  the  information  could  not  be  readily  obtained  for 
the  records.  The  Department  does  not  have  available  detailed  information  on 
private  companies  capable  of  conducting  this  type  of  prospecting  or  the  actual 
costs.  Published  articles  appearing  in  recent  trade  journals  do  contain  some  of 
the  information  requested  and  I  am  taking  the  liberty  of  quoting  certain  parts 
therefrom : 

Mr.  C.  A.  Heiland,  president,  Heiland  Research  Corp.,  vprites,  in  the  February 
1946  issue  of  Mining  and  Metallurgy,  under  Geophysics,  page  109,  as  follows : 

Oil  exploration. — The  upward  trend  in  geophysical  oil  exploration  which 
prevailed  during  the  first  three  war  years  continued  sharply  into  the  first 
4  months  of  1945,  then  leveled  off  with  a  slight  drop  toward  the  end  of  the 
year.  (See  fig.  1.)  The  average  total  number  of  geophysical  field  crews 
in  1945  was  562,  representing  a  25-percent  increase  over  the  average  of  451  in 
1944.    The  average  number  of  seismic  reflection  and  refraction  crews  was 
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361  or  64  percent  of  the  total,  representing  an  increase  of  20  percent  over 
the  average  of  1W4 ;  gravimeter  crews,  numbering  172  or  31  percent  of  the 
total,  were  36.5  percent  higher  than  in  1944  ;  miscellaneous  crews  (practically 
all  magnetometers),  were  29  or  5  percent  of  the  total,  representing  a  26 
percent  increase  over  the  1944  average.  The  relative  proportions  of  seismic, 
gravimetei",  and  magnetometer  crews  were  virtually  identical  in  the  past 
2  years,  with  a  slight  increase  in  gravimeter  at  the  expense  of  seismic  opera- 
tions in  1945.  Making  allowances  for  increases  in  operating  costs,  the  oil 
industry  spent  an  estimated  average  of  $3,249,000  per  month  on  seismic  field 
work,  $774,000  a  month  on  gravimeter  surveys,  and  $72,500  a  month  for 
magnetometer  and  other  operations,  making  the  total  annual  field  expense 
about  491/^  million  dollars.  With  an  estimated  cost  of  5.7  million  dollars  for 
well  logging,  the  total  outlay  for  geophysical  oil  work  in  1945  is  estimated 
at  55.2  million  dollars, 
and  John  F.  Anderson,  of  the  Geophysical  Engineering  Co.,  makes  the  following 
observation  in  an  article  "Trends  in  Geophysical  Exploration,"  page  43  of  World 
Petroleum  for  March  1946 : 

Without  exception,  major  oil  companies  expanded  their  use  of  the  seismo- 
graph during  the  past  4  years.  Seismic  exploration  was  at  a  peak  in  the 
middle  of  1945  and  was  limited  only  by  the  lack  of  available  contract  crews. 
The'  tremendous  amount  of  continuous  and  diagnostic  subsurface  information 
obtained  by  this  method  during  the  period  as  compared  to  that  supplied  by 
the  expanded  drilling  program  resulted  in  a  general  acceptance  by  production 
executives  and  geologists  of  the  method  as  a  necessary  adjunct  to  every 
exploration  program  in  the  areas  in  which  it  is  applicable.  The  drilling  up 
of  marginal  seismic  prospects  has  demonstrated  the  effectiveness  of  this 
method  in  exploring  for  low  relief  structures. 

Many  of  the  smaller  oil  companies  have  employed  experienced  geophysi- 
cists  to  direct  and  coordinate  their  geophysical  exploration  programs.  The 
major  portion  of  these  men  were  formerly  major  oil  company  seismograph 
party  chiefs  and  supervisors.  They  have  been  a  great  factor  in  the  success 
of  the  smaller  company  exploration  work  in  recent  years. 

The  number  of  geophysical  service  contract  companies  has  increased  by  an 
approximate  factor  of  three  during  the  past  4  years.  Unlimited  business 
during  the  period  induced  geophysicists  to  leave  larger  organizations  for  the 
chance  to  succeed  on  their  own.  They  have  purchased  high  quality  equip- 
ment. Their  survival  will  depend  in  part  on  the  extent  to  which  the  larger 
contractors  shift  operations  to  foreign  fields.  American  companies  are  pre- 
paring to  do  the  major  part  of  foreign  contract  geophysical  surveying. 
******* 

Smaller  oil  companies  have  expanded  their  use  of  the  seismograph  in  recent 
years  and  have  generally  acquired  a  minimum  stalf  of  geophysicists  to  super- 
vise and  coordinate  these  operations.     In  order  to  maintain  continuous  ex- 
ploration during  the  war  years  several  of  these  companies  developed  their 
own  field  crews  or  purchased  outright  one  of  the  many  one-  or  two-crew 
war-born  contract  companies.    Although  many  independent  producers  could 
not  alford  the  long-term  contracts  preferred  by  seismic  contractors,  several 
did  employ  one  crew  continuously  for  a  year  or  more  during  the  war.     Short- 
term  service  to  these  operators  was  provided  in  several  local  areas  by  small 
seismic  contractors.     Much  work  done  by  independents  during  the  period  of 
intense  drilling  was  predicated  on  their  ability  to  sell  or  trade  acreage  over 
small  subsurface  closures  authenticated  by  seismic  data. 
The  costs  of  conducting  geophysical  prospecting  vary  according  to  the  intensity 
of  the  shooting,  the  topography,  the  depth  of  the  shot  hole.s,  and  the  size  of  the 
crews.     W.  H.  Ferguson,  executive  vice  president,  Continental  Oil  Co.,  testified 
before  you  on  August  31,  1945,  at  the  Denver  hearings  on  S.  1236,  page  177  of 
the  printed  record,  that  "seismograph  work  very  generally  costs  from  $10,000 
to  $15,000  per  month  and  over  any  reasonable  area  might  require  2  or  3  months 
of  work."    Oral  estimates  recently  furnished  by  oil-company  executives  indicate 
that  probably  $15,000  to  $20,000  per  month  may  more  nearly  approach  the  cost. 
This  type  of  prospecting  is  expensive  for  the  average  small  independent  and 
its  use  is  no  doubt  largely  limited  by  finances.    From  the  number  of  independent 
geophysical  companies  known  to  exist  it  is  reasonable  to  expect  that  this  type 
of  prospecting  is  available  to  financially  responsible  independents. 
Sincerely  yours, 

R.  R.  Sayers, 
Acting  Assistant  Secretary. 
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Fekeeai,  Trade  Commission, 

Washington,  May  10, 19Jf6. 
Hon.  JosEi'H  C.  O'Mahoney, 

Chairman,  Special  Committee  Investigating  Petroleum  Resources, 
United  States  Senate,  Washington  25,  D.  C. 
De;a.b  Senator  O'Mahoney  :  You  probably  will  remember  early  in  the  testi- 
mony you  asked  whether  I  could  furnish  certain   information   respecting  the 
number  of  gasoline  outlets  operated  by  the  large  integrated  companies.    I  have 
prepared  such  a  statement  and  am  enclosing  a  copy  herewith. 
Sincerely  yours, 

WnxiAM  H.  England,  Director. 

[Enclosure] 

The  available  information  on  changes  in  the  operation  of  bulk  plants  and 
retail  service  stations  by  large  integrated  companies  which  you  requested  me 
to  furnish  is  shown  in  the  following  statement :  ^ 


Bulk  plants 

Eetail  service  stations 

Yeaz 

Number 

Number  of 
operating 
companies 

Number 

Number  of 
operating 
companies 

1938                        .                                                     -  .       -  . 

19,783 

18 

69,  666 
66, 052 
59,  371 
75,547 
98,246 
125,  327 
123, 209 
118,280 
79, 037 
33,704 
12,644 

18 

1937 

18 

1936 

18 

1935                               

19,609 

18 

18 

1934 

18 

1933... 

19,426 

18 

18 

1932          

18 

1931 

18 

1930             .                        - 

17 

1929 . 

15,646 
15, 128 

17 
40 

17 

1926  (June  30) 

40 

The  18  major  companies  operated  more  retail  service  stations  in  1933  than 
in  any  other  year,  125,372.  compared  with  69,666  in  1938.  In  1933  the  18  major 
companies  operated  73.5  percent  of  all  the  retail  service  stations  in  the  United 
States  and  in  1938  approximately  28  percent. 

The  decline  in  the  number  of  retail  service  stations  operated  by  the  18  inte- 
grated companies  resulted  principally  from  leasing  stations  to  individual  opera- 
tors under  the  so-called  Iowa  plan,  the  principal  announced  reason  for  which 
was  to  escape  heavy  State  chain-store  taxes  and  payments  of  social-security 
taxes. 


^  Sources  of  information :  Federal  Trade  Commission  Petroleum  Industry,  Prices,  Profits, 
and  Competition,  I>ecember  12,  1927,  for  1926,  and  Distribution  Methods  and  Costs,  pt.  IV, 
Petroleum  Products,  p.  56,  Automobiles,  Rubber  Tires  and  Tubes,  Electrical  Household 
Appliances,  and  Agricultural  Implements,  pp.  61-62. 
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Agriculture,  Department  of,  mineral 
leases  by,  87. 

Alkylation  capacity,  majors,  52,  58-64. 

Anderson,  Clinton  P.,  address  on  farm 
cooperatives,  487-492. 

Anderson,  Dewey,  quoted,  on  monopoly, 
444. 

Anderson,  John  F.,  quoted,  on  geophysi- 
cal exploration,  563. 

Anglo-American  Petroleum  Agreement, 
390-396. 

Arkansas,  sti'ipper  wells,  118,  120,  121, 
123  ;  independent  refiners,  208. 

Atomic  power,  Dr.  R.  E.  Wilson  on,  400- 
401. 

Aviation  gasoline,  manufactured  by  ma- 
jors, 52,  57 ;  refining  capacity,  majors, 
52,  58-64. 

Big  Inch.     {See  Pipe  lines.) 
Bossier,  Robert  B.,  paper  by,  cited,  538. 
Bowles,  Chester,  letter  to  Wright  Pat- 
man,  179,  320;  letter  to  B.  L.  Ma- 

jewski,  210. 
Boyd,  William  R.,  Jr.,  chairman,  PIWC, 

445. 
Bradford  field,  secondary  recovery  in,  91 

flf.,  333,  356-357,  537-539. 
Bristow  (Okla.)  Chamber  of  Commerce, 

resolution  concerning  stripper  wells, 

115,  133-134. 
Brooks,  B.  B.,  quoted,  on  conservation, 

23. 
Brown,  Harry,  169. 
Brown,  Russell  B.,  debate  with  Sumner 

Pike,  211. 
Brundred,  W.  J.,  letter  on  air  and  gas 

repressuring,  537-539. 
Bureau  of  Mines,  monthly  forecasts  of 

demand,  339 ;  research  by,  340. 
Butane  isomerization  capacity,  majors, 

52,  58-64. 

California,  stripper  wells,  118,  120,  121. 
123-124 ;  independent  refineries,  197, 
208 ;  gas  conservation  law,  409 ;  motor 
gasoline  distribution,  chart,  550. 

Callis.  Eugene  M.,  letter  to  OPA  con- 
cerning kerosene  shortage,  179,  180, 
213,  214,  460. 

Canol  project,  86,  88,  89. 

Cartels,  world  trade  in  i)etroleum,  87&- 
384;  opposition  to,  541-542,  560. 


Catalytic  cracking  capacity,  majors,  52, 
58-64. 

Coleman,  Stewart,  quoted,  on  fuel  oil 
shortage,  180. 

Colorado,  stripper  wells,  118,  120,  121, 
124;  independent  refiners,  208. 

Colombia,  American  investment  in,  389. 

Competition,  effect  of  independent  com- 
panies, 11. 

Connally  Hot  Oil  Act,  14,  76,  332,  339, 
425. 

Conservation,  significance  of,  23  fl.,  378 ; 
early,  29,  75;  furthered  by  independ- 
ents, 32,  47,  332-333,  411 ;  history  of 
laws  on,  36  ff.,  75-76,  80,  411^12; 
effect  on  pipe-line  rates,  80,  89-90; 
function  of  States,  339, 425.  ( See  also 
Proration;   Secondary  recovery.) 

Continental  shelf,  petroleum  resources 
in,  396-399. 

Cooperatives,  farm,  in  oil  business,  6, 
7-11,  16,  84,  209,  322-327,  362-365,  419, 
473-487,  492-518,  529 ;  address  on,  by 
Clinton  P.  Anderson,  487-492. 

Cowden,  Howard,  quoted,  on  petroleum 
international  cooperative,  505-506. 

Cracking  capacity,  majors,  52,  58-64. 

Crude  oil,  relation  of  independent  re- 
fineries to  supply  of,  198-199,  203 ;  re- 
port on  cost  of  finding,  developing,  and 
producing,  229-811 ;  cost  of  finding  and 
producing,  312  ff. ;  sources  in  United 
States,  384  ff. 

Davies,  Ralph  K.,  testimony  on  foreign 
operations,  402 ;  on  import  duty,  402. 

Davis,  Ewin  L.,  on  independent  refiner 
and  marketer,  524-525. 

Defense.     (See  National  defense.) 

Defense  Supplies  Corporation,  relations 
with  Petrol  Corp.,  451  ff. 

Diplomatic  protection,  history  of,  38^ 
390;  General  Peckham  on,  390;  re- 
commendations of  Navy  as  to,  402 ; 
industry  recommendation,  425. 

Discoveries,  by  independents,  33-34,  67 
ff.,  158-159 ;  relation  of  price  of  crude 
■  to,  217  ff.,  312,  328 ;  report  on  cost  of, 
229-311 ;  deficiency  in,  chart,  262 ;  per- 
centage of  income  expended  in,  264, 
312  ff. 

Divorcement,  208,  461-462,  464,  465-467, 
542-544. 
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Emanuel,  Victor,  quoted,  on  farm  coop- 
eratives, 514-515,  516. 

Exploration,  geophysical  costs,  562-563. 
(-See  also.  Discoveries;  WeUs.) 

Exports,  174-175. 

Federal  Power  Commission,  control 
of  petroleum  production,  423. 

Federal  Trade  Commission,  report  on 
cooperatives  in  oil  business,  9 ;  on 
price  of  crude,  416-417 ;  inquiries  as 
to  petroleum  industry,  522-523. 

Ferguson,  V»'.  H.,  quoted,  on  cost  of 
seismograph  work,  563. 

Ford,  Henry,  quoted,  on  making  profits, 
203-204. 

Foreign  exchange,  controls,  389. 

Foreign  policy.     {See  National  policy.) 

Foreign  production,  by  American  com- 
panies, 73,  387-396. 

Fuel  oil,  shortage,  180. 

Gallagher,  R.  W.,  quoted,  on  inadequacy 
of  price  of  crude,  270. 

Gasoline,  overproduction,  ISO.  (See 
also  Aviation  gasoline;  Motor  fuel; 
Taxation.) 

Geophysical  costs,  562-563. 

Graves,  B.  I.,  159. 

Greenman,  Commodore  W.  G.,  report  on 
trends  in  oil  industry,  213-214 ;  rec- 
ommendations as  to  national  oil 
policy,  402-403. 

Gulf  Coast  Refiners  Association,  press 
release  and  memorandum  on  price  de- 
control, 547-548. 

Gulf  Oil  Corp.,  growth,  519,  526;  cap- 
italization, 519. 

Halliburton  Oil  Well  Cementing  Co.,  71. 

Hamilton,  C.  W.,  testimony  on  Amer- 
ican investments  in  foreign  produc- 
tion, 388-389. 

Harding,  Charles  L.,  quoted,  on  meas- 
ures of  PAW,  444. 

Heiland,  C.  A.,  quoted,  on  oil  explora- 
tion, 562-563. 

Heroy,  William  B.,  testimony  on  world 
production,  169. 

Humble  Oil  &  Refining  Co.,  annual  re- 
port, inadequacv  of  price  of  crude, 
270-271. 

Ickes,  Harold  L.,  recommendation  of 
higher  price  for  crude,  17,  335 ; 
quoted,  on  function  of  oil  industry  in 
World  War  II,  80-81. 

Idaho,  independent  refiner,  208. 

Illinois,  stripper  wells,  118,  120,  121, 
124 ;  independent  refiners,  208 ;  in- 
creased costs  of  crude  production, 
232 ;  conservation,  409 ;  cooperative 
production  in,  477. 


Imports,  problem  of,  6,  43  ff.,  73,  83,  84, 
153-176,  336-337,  339,  400,  419,  425; 
national  defense,  15-16,  46,  157,  172, 
400,  402 ;  tax  on,  74,  160-163,  166,  336- 
337,  339,  402,  419 ;  price  and,  412-413, 
416 ;  January  1946  report  on,  561. 

Independent  Petroleum  Association  of 
America,  membership  of,  3-4,  18; 
resolution  concerning  stripper  wells, 
115,  1.34-135 ;  resolution  concerning 
imports,  156 ;  resolution  concerning 
imports  by  committee  of,  172-173  ;  re- 
port of  tax  policy  committee  on  farm 
cooperatives,  322-327;  report  on  im- 
ports, 561. 

Independent  petroleum  company,  defini- 
tion of,  4,  27,  187-190,  193,  403-404, 
518-519  ;  history  and  character,  27  fiE. ; 
relative  position  of  majors,  50--65,  526 
ff. ;  production  by,  67-90,  329,  526 ;  per- 
centage in  different  branches  of  indus- 
try,  329 ;    competition   with   majors, 

404,  406,  407 :  economic  problems  of, 
524-525,  552-555. 

Independent  Petroleum  Marketers  As- 
sociation of  Minnesota,  letter  and 
resolution,  539-540. 

Independent  Refiners'  Association  of 
California,  Inc.,  letter,  telegra: '.  and 
chart  on  price  relief,  548-550. 

Indiana,  stripper  wells,  118,  120,  121, 
124-125;  independent  refiners,  208; 
increased  costs  of  crude  production, 
232 ;  cooperative  production  and  re- 
fining in,  493-494,  505. 

Intesration,  independent  companies 
and,  9-10,  193,  202,  204,  208,  329-331, 

405,  406-407,  457  ff.,  518-519,  557-558. 
(See  also  Divorcement.) 

Interstate  Oil  Compact,  origin  and 
function  of,  41,  76,  96 ;  stripper  well 
survey,  104,  116-132;  favored  by  in- 
dependents, 332,  339 ;  higher  price  for 
crude  recommended  by,  335-336 ;  con- 
tinuation recommended,  425. 

Isomerization  capacity,  butane,  majors, 
52,  58-64. 

Kansas,  stripper  wells,  118, 120, 121, 125 ; 
independent  refiners.  208:  cooi)era- 
tive  refineries,  477,  480,  505,  506;  co- 
operative production  in,  477. 

Kentucky,  stripper  wells,  118,  120,  121, 
125-126,  358;  independent  refiners, 
208. 

Kerosene,  shortage,  179  ff.,  213. 

Levorsen,  A.  I.,  report  by,  158. 
Little  Big  Inch.     (See  Pipe  lines.) 
Louisiana,  stripper  wells,  118,  120,  121, 
126 ;  independent  refiners,  208 ;  conti- 
nental shelf,  396,  398. 
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Mcintosh,  A.  J.,  price  report  by,  211. 

Major  petroleum  company,  relative  po- 
sition of,  50-65,  520-522,  526  ff. ;  defi- 
nition of,  187-190.  193,  445,  518-519; 
advantages  of,  522-523 ;  gasoline  out- 
lets, 564. 

Marketing,  in  United  States  compared 
to  foreign  countries,  170 ;  by  inde- 
pendent refiners,  200-201 ;  problems 
of  retail  dealers,  368-375,  529-530, 
533-536,  539-540,  557  f£. ;  respect  for 
territory  of  competitor,  404-405; 
wartime  difficulties  of  Petrol  Corp., 
443-473 ;  decline  in  independent,  528 
fE. ;  profits,  530-531 ;  practices  com- 
plained of,  533-536,  539-540,  544; 
number  of  bulk  plants  and  retail  serv- 
ice stations  of  major  companies,  564. 
(See  also  Divorcement;  Integration.) 

Mexico,  trade  agreement  with,  160,  336. 

Michigan,  stripper  wells,  118,  120,  121, 
126-127 ;  independent  refiners,  208. 

Milwaukee,  retail  dealers'  problems  in, 
368-373. 

Minnesota,  independent  i*efiners,  208. 

Mississippi,  stripper  wells,  118,  120,  121, 
127 ;  independent  refiner,  208. 

Missouri,  stripper  wells,  118,  120,  121, 
127. 

Monopoly,  independent  producer  as 
check  on,  11 ;  Dewey  Anderson  on, 
444.     {See  also  Marketing.) 

Montana,  stripper  wells,  118-119,  120, 
121,  128;  independent  refiners,  208; 
cooperative  refining,  505. 

Motor  fuel,  manufactured  by  majors,  52, 
55;  stocks,  majors,  52,  56.  (See  also 
Gasoline. ) 

National  Council  of  Independent  Pe- 
troleum Associations,  letter  and 
statement  on  independent  company, 
555-561. 

National  Crude  Oil  Industry  Advisory 
Committee,  report  on  cost  of  finding, 
developing,  and  producing  crude  pe- 
troleum, 229-311. 

National  defense,  imports  and,  15-16, 
46,  157,  172,  400,  402 ;  price  of  crude 
and,  339;  views  of  armed  services, 
402-403 ;  necessity  of  continuity  of  oil 
industry,  426. 

National  policj%  elements  of  past,  378- 
379;  industry  recommendations,  377- 

»  427 ;  recommendations  by  PIWC,  427- 
443. 

National  Stripper  "Well  Association, 
stripper  well  survey,  104,  116-132 ; 
i-esolution  concerning  stripper  wells, 
114-115,  133. 

National  Tax  Equality  Association,  op- 
position to  farm  cooperatives,  473  ff. ; 
charts,  512,  513. 


Natural  gas,  oil  from,  328,  385;  control 
of  production,  FPC,  423;  recom- 
mendations by  PIWC  as  to  national 
policy,  441-443. 

Naval  petroleum  reserves,  limitations 
of,  25 ;  production  from,  84-86 ;  Alas- 
ka, 86,  88. 

Nebraska,  stripper  wells,  118-119,  121, 
128 ;  independent  refiners,  208 ;  co- 
operative refining  in,  480,  505. 

New  Jersey,  independent  refiner,  208. 

New  Mexico,  stripper  wells,  118-119, 
121,  129;  independent  refiners,  208; 
administration  of  State  lands,  387. 

New  York,  stripper  wells,  118-119,  121, 
129 ;  independent  refiners,  208. 

Office  of  Price  Administration,  price 
control  by,  6,  11,  13,  15,  17,  84,  97, 
109-110,  137,  141-143,  177-186,  199- 
200,  209^215,  221-227,  229  ff.,  335-336, 
341-342,  367,  418,  419,  460  ff.,  551-552  ; 
decontrol.  320-321,  339,  349-350,  368, 
413-416,  547-548,  548-550;  relations 
with  Petrol  Corp.,  446  f . 

Ohio,  stripper  wells,  118-119,  121,  130; 
independent  refiners,  208. 

Ohio  Petroleum  ]Marketers  Association, 
Inc.,  statement  on  problems  of  inde- 
pendent marketers,  540-546 ;  resolu- 
tion on  disposal  of  Big  Inch  and  Little 
Big  Inch  pipe  lines,  546-547. 

Oklahoma,  stripper  wells,  118-119,  121, 
130;  independent  refiners,  208;  coop- 
erative production  in,  477  ;  cooperative 
refining  in,  505. 

Patman,  Wright,  Bowles'  letter  to,  179, 
320;  telegram  to,  from  Col.  E.  O. 
Thompson,  368. 

Peckham,  Gen.  H.  L.,  quoted,  on  diplo- 
matic protecion,  390 ;  on  imports,  400. 

Pennsylvania,  stripper  wells,  118-119, 
121,  130-131 ;  independent  refiners, 
208. 

Penns.vlvania  Grade  Crude  Oil  Asso- 
ciation, resolution  concerning  stripper 
wells,  115,  133. 

Pennsylvania  State  College,  refining 
laboratory,  200. 

Penrose,  Neville  G.,  letter  from,  relating 
to  difficulties  of  independent  opera- 
tion, 552-555. 

Petrol  Corp.,  wartime  difficulties  of, 
443^73. 

Petroleum  Administration  for  War,  re- 
fining under  supervision  of,  80-81 ; 
postwar  price  control  and,  179 ;  rela- 
tions with  OPA  during  war,  209  ff . ; 
views  on  national  oil  policy,  401-^02 ; 
measures  relating  to  Petrol  Corp.,  444 
ff. 
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Petroleum  Industry  War  Council, 
recommendation  of  higher  price  for 
crude,  17,  336 ;  recommendation  as  to 
imports,  172,  173 ;  relations  with  OPA 
during  war,  210 ;  recommendations  as 
to  national  oil  policy,  424-425,  426, 
427-443 ;  composition  of,  445-446,  463- 
464,  46&-467,  468-469. 

Petroleum  Reserves  Corporation,  84, 
506. 

Pike,  Sumner,  quoted,  on  discontinu- 
ance of  price  control,  210 ;  debate  with 
Russell  Brown,  211. 

Pipe  lines,  ownership.  79,  524-525,  526; 
conservation  and,  80,  89-90;  disposal 
of  surplus,  142-143,  542,  54&-547,  559- 
560;  use  by  independents  as  common 
carriers,  462,  559 ;  rates  and  earnings, 
525,  527. 

Policy.  {See  Foreign  policy;  National 
policy.) 

Price,  relation  to  production  and  ex- 
ploration, 11,  13-15,  89,  216  ff.,  312  ff.. 
330-332,  334-336,  385,  419;  effect  on 
sale  of  independent  businesses,  17,  49 ; 
relation  to  i-efining,  176  ff.,  406';  report 
on  cost  of  finding,  developing,  and 
producing  crude  petroleum,  229-311; 
relation  to  new  supply,  263,  335,  339 ; 
excess  of  costs  over.  266,  312  ff. ;  rela- 
tion to  national  defense,  339.  (See 
also  Office  of  Price  Administration.) 

Prince  Edward  Island,  offshore  drill- 
ing, 397. 

Production,  effect  of  price  on,  11,  13-15, 
216  ff.,  312  ff.,  330-332 ;  of  crude  by 
majors,  52,  53;  by  independents,  67- 
90,  332-333;  capital  and  earnings  of 
majors  in  refining  and,  204-207;  re- 
port on  cost  of  crude,  229-311.  (See 
also  Secondary  recovery.) 

Proration,  beginnings  of,  38  ff. ;  effect  on 
market  of  independents,  408,  409,  553- 
5.54.     {See  also  Conservation.) 

Public  lands,  removal  of  restrictions,  6, 
26,  340,  386-387 ;  royalties,  74-75,  386 ; 
mineral  leases  by  Department  of 
Agriculture,  87,  386. 

Pure  Oil  Co.,  growth,  519,  526 ;  capitali- 
zation, 520. 

Reciprocal  Trade  Agreements  Act,  oil 
imports,  46,  154  ff.,  336-^7;  manner 
of  negotiation  of  agreements,  154- 
156,  175-176. 

Reclamation  fund,  purpose  of,  87-88. 

Refiming,  crude  oil  capacity,  majors,  52, 
58-64;  crude  oil  capacity,  independ- 
ents, 405-406;  location  of  independ- 
ent and  major  refineries,  77  ff., 
197-198,  208,  407,  527;  position  and 
problems  of  independent,  176-177, 
187-208,  338,  406  ff.,  419-420,  524^ 
525;  crude  runs  to  stills  by  majors 
and  independents,  189-190,  338,  527; 
competition  in,  189  ff.,  203,  420 ;  con- 


Refining — Continued 
tributions  of  independents  in  war  ef- 
fort, 194 ;  ownership  and  manage- 
ment of  indei>endent  refineries,  195- 
197;  relation  of  crude-oil  supply  to 
independent  refineries,  198-199,  203; 
research  and  specialization  by  in- 
dependent refiners,  200;  employment 
furnished  by  independent  refiners, 
200,  338;  marketing  by  independent 
refiners,  200-201 ;  earnings  and  taxa- 
tion of  independent  refiners,  201-204, 
338,  531-532 ;  capital  and  earnings  of 
majors  in  producing  and,  204-207, 
338,  531-532 ;  by  cooperatives,  477  ff., 
504  ff. 

Requa,  Mark  L.,  156. 

Requirements,  historical,  73,  237; 
future,  167-168,  237-238,  328,  399- 
401. 

Reserves,  discoveries  by  independents, 
33  ;  ownership  by  majors,  48 ;  increase 
since  World  War  I,  74;  future,  327- 
328,  384  ff.     (See  also  Production.) 

Residual  fuel  oil,  shortage,  174,  180  ff., 
184  ff.,  211-212. 

Rockefeller,  John  D.,  27. 

Runs  to  stills,  by  majors,  52,  55. 

Secondary  recovery,  early,  29 ;  by  inde- 
pendents, 29-32,  46  ff.,  90-103,  332, 
333 ;  oil  recoverable  by,  328 ;  govern- 
mental research  in,  340 ;  costs,  356- 
357;  technology,  360-361,  537-539. 
( See  also  Conservation ;  Stripper 
wells. ) 

Seismograph,  use  by  independents,  69- 
70,  71,  562-563;  geophysical  costs, 
562-563. 

South  Dakota,  Independent  refiner,  208. 

Standard  Oil  Co.,  antitrust  suit  and  dis- 
solution of,  191-192. 

Standard  Oil  Co.  (Indiana),  annual  re- 
port, inadequacy  of  price  of  crude, 
271. 

Standard  Oil  Co.  (N.  J.),  annual  re- 
port, inadequacy  of  price  of  crude, 
270;  gTowth,  519;  capitalization,  520. 

Stocks,  crude  oil,  of  majors,  52,  54,  562 ; 
motor  fuel,  of  majors,  52,  56;  motor 
fuel,  distilled  fuel  oil,  residual  fuel 
oil,  562. 

Stripper  weUs,  subsidy,  13,  97,  99  ff.,  106 
ff.,  135  ff.,  170-171,  334,  339-340,  344- 
354,  355-356,  358,  361-362,  365-366, 
421-423,  552;  production  by,  83-84, 
104-140,  328,  333-334,  343  ff.,  354-355, 
361-362,  366-367;  problems  of,  104- 
140,  343-368 ;  national  survey  of,  116- 
132 ;  effect  of  imports  on,  170 ;  defini- 
tion, 344,  422-423,  424;  taxation, 
358-359. 

Subsidies,  stripper  wells,  13,  97,  99  ff., 
106  ff.,  135  ff.,  170-171,  334,  339-340, 
344-354,  355-356,  358,  361-S62,  365- 
366,  421-423,  552. 


INDEX 


569 


Sun  Oil  Co.,  growth,  519,  526 ;  capitali- 
zation, 519. 

Swigart,  T.  E.,  estimate  of  postwar 
transportation  costs,  448. 

Synthetic  production,  effect  on  natural 
production,  49-50;  effect  on  imports, 
168-169;  oil  through,  328-329,  885- 
386,  399  ff. ;  governmental  research  in, 
340. 

Tanker,  cost  of  transportation  by,  525, 
526-527. 

Taxation,  problems  of,  6,  144-151,  337, 
358-359,  420-421,  544-545,  560 ;  recog- 
nition of  hazards  in  oil  exploration, 
74,  144  ff.,  378 ;  percentage  depletion, 
74,  84,  146  fE.,  337,  339,  378,  420,  425 ; 
import  tax,  74,  336-337,  339;  intangi- 
ble drilling  costs,  146  ff.,  337,  339, 
378,  420-421,  425;  independent  re- 
finers, 195-197,  202-204,  338;  advan- 
tage of  farm  cooperatives,  322-327, 
475  ff.,  497,  501-503,  507-517. 

Teagle,  Walter  C,  quoted,  on  stocks 
above  ground,  416-417. 

Tennessee,  stripper  wells,  118-119,  121, 
131 ;  independent  refiners,  208. 

Territorial  waters.  (See  Continental 
shelf.) 

Texas,  stripper  wells,  118-119,  121,  131- 
132 ;  independent  refiners,  208 ;  con- 
tinental shelf,  396 ;  Railroad  Commis- 
sion on  price  decontrol,  413 ;  coopera- 
tive production  in,  477. 

Texas  Co.,  annual  report,  inadequacy  of 
price  of  crude,  270;  offshore  drilling 
by,  398 ;  growth,  519,  526 ;  capitaliza- 
tion, 520. 

Thompson,  Col.  Ernest  O.,  on  decontrol 
by  OPA,  368. 

Truman,  Harry  S.,  on  self-sufliciency  in 
raw  materials,  238. 

Union  Oil  Co.,  of  California,  report,  in- 
adequacy of  price  of  crude,  271-272.  ' 


Utah,  independent  refiners,  208. 
United  Corp.  of  Massachusetts,  letters 

from,  relating  to  price  control,  551- 

552. 

Venezuela,  trade  agreement  with,  154, 
155-156,  160,  161,  336;  American  in- 
vestment in,  388 ;  underwater  drilling 
in  Lake  Maracaibo,  397. 

War  Assets  Corporation,  84. 

Warbasse,  James  P.,  quoted,  on  future 
of  cooperatives  in  oil  business,  506. 

War  Shipping  Administration,  estimate 
of  postwar  transportation  costs,  448. 

Washington,  independent  refiner,  208. 

Wells,  drilled  by  independents,  33,  408 ; 
ownership  by  majors,  51-53;  pro- 
ductive and  dry,  239-240 ;  productive, 
cost  and  production  per  well,  253; 
total  cost  of,  253-254;  exploratory 
drilling,  256,  410 ;  increasing  cost,  265, 
312  ff.,  410-411.  (See  also  Dis- 
coveries; Stripper  wells;  Wildcat- 
ting.) 

Western  Petroleum  Refiners  Associa- 
tion, 209. 

West  Virginia,  stripper  wells,  118-119, 
121,  132 ;  independent  refiners,  208. 

Wildcatting,  by  independents,  6,  33  ff., 
408,  410.  (See  also  Discoveries; 
Wells.) 

Wilson,  Robert  E.,  quoted,  on  price,  238, 
271 ;  testimony  on  postwar  require- 
ments, 399  ff. ;  quoted,  on  atomic 
power,  400-401;  quoted,  on  technol- 
ogy, 401. 

Wisconsin,  independent  refiner,  208. 

World  War  II,  independent  companies 
as  affected  by,  331-332. 

Wyoming,  stripper  wells,  118-119,  121, 
132;  independent  refiners,  208;  co- 
operative refining  in,  504,  511. 
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